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INTRODUCTION 

The  HCFA  Medicaid / Med i ca re  Management  Institute  (M/MMI)  provides  a  forum  for  exchange 
of  ideas  and  expertise  among  States,  through  conferences  and  publications,  and  maintains  a  clear- 
inghouse of  Medicaid  management  publications.  M/MMI  staff  also  conduct  Medicaid  and  Medicare 
program  training  for  HCFA  employees,  and  coordinate  HCFA's  interface  with  the  Medicare  inter- 
mediai7  and  carrier  groups,  including  conferences  for  Medicare  contractors. 

As  this  publication's  title  reflects,  we  include  articles  on  both  Medicaid  and  Medicare  opera- 
tions; our  purpose  in  this  is  to  assure  that  a  broader  range  of  ideas  and  experiences  are  shared 
across  HCFA's  two  major  programs,  Medicare  and  Medicaid. 

This  publication  serves  as  a  vehicle  for  disseminating  various  State  solutions  to  problems,  inno- 
vative ideas  and  articles  of  general  and  special  interest  to  State  Medicaid  managers  and  staff  as  well 
as  those  working  in  the  Medicare  program.  We  welcome  articles  on  any  subject  related  to  either 
program.  We  are  particularly  interested  in  receiving  articles  from  State  agency  representatives  and 
Medicare  contractors.  Responses  to  previously  published  materials  are  also  welcome. 

We  see  this  publication  as  a  joint  effort.  If  it  is  to  be  successful,  we  must  have  contributions 
from  the  States  and  Medicare  contractors,  as  well  as  their  views  on  how  well  we  are  meeting  their 
needs. 

Please  forward  all  communications,  contributions,  requests  for  information,  and  materials  to: 

Doris  Soderberg,  Director 
Medicaid/Medicare  Management  Institute 
Health  Care  Financing  Administration 
Mail  Drop,  389  East  High  Rise 
Baltimore,  MD  21235 
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CALIFORNIA'S  HEALTH  INSURANCE  COLLECTION  SYSTEM 


by  D.  JEROME  HANSEN,  M.P.H. 

Background 

The  Medicaid  law  was  enacted  to  provide 
medical  assistance  to  the  nation's  disadvantaged 
citizens.  The  program  has  shown  a  rise  in  ex- 
penditures from  approximately  $4  million  in 
1966  to  $21  billion  in  1980.  This  dramatic  in- 
crease has  caused  Congress,  the  Federal  gov- 
ernment and  most  State  legislatures  to  scrutinize 
the  program  for  cost  saving  opportunities.  One 
of  the  areas  found  to  have  significant  cost  sav- 
ings potential  is  third  party  liability  (TPL).  The 
principle  of  TPL  is  that  while  Medicaid  funds 
are  intended  to  cover  medical  care  and  services 
to  certain  low  income  people,  Medicaid  is  clearly 
not  intended  to  pay  for  these  services  if  another 
party  is  legally  responsible  to  do  so. 

Section  1902  (a)  (25)  of  the  Social  Security  Act 
requires  State  Medicaid  programs  to  "take  all 
reasonable  measures  to  ascertain  the  legal  liabil- 
ity of  third  parties  to  pay  for  care  and  services 
provided  to  an  individual  by  the  program  and 
to  seek  reimbursement  to  the  extent  of  such  legal 
liability."  HCFA  and  State  Medicaid  programs 
have  become  increasingly  vigilant  in  their  efforts 
to  collect  medical  payments  from  liable  third 
parties,  and  make  Medicaid  the  payor  of  last 
resort.  This  article  details  one  State's  TPL  efforts. 

Introduction 

Many  millions  of  dollars  are  waiting  each  year 
for  State  Medicaid  agencies.  It  takes  some  in- 
vestment to  reap  the  rewards.  But,  investors 
should  expect  at  least  a  six  to  one  benefit  to 
cost  ratio. 

Interested?  Look  to  your  third  party  liability 
detection  and  utilization  activities.  California 
did  this  in  1971,  and  subsequently  found  a  huge 
potential  of  unused  third  party  assets.  Today, 
California  realizes  over  $400  million  in  Medicare 


Part  B  benefits,  over  $50  million  in  cost  avoid- 
ance relating  to  all  other  third  party  payors,  over 
$11  million  in  casualty /worker  compensation 
post  payment  collection,  and  nearly  $8  million 
in  health  insurance  post  payment  recovery.  In 
addition,  an  active  program  exists  to  utilize  the 
Veteran's  Administration  aid-in-attendance  pro- 
gram benefits. 

The  above  figures  appear  imrv>-essive)  even  for 
a  $4.3  billion  program  which  serves  over  2.7 
million  persons.  However,  as  more  knowledge 
is  gained,  and  as  resources  are  added,  the  collec- 
tions continue  to  grow  and  grow  and  grow.  For 
example,  in  1971-1972  with  9  staff,  $842,000  was 
collected.  In  1978-1980,  with  140  staff,  $21,- 
500,000  was  collected.  In  Fiscal  Year  1979-1980, 
40  percent  more  staff  and  an  improved  computer 
system  were  provided  for  the  casualty/worker 
compensation  program.  Collections  rose  90  per- 
cent for  these  cases. 

This  paper,  however,  will  not  dwell  on  these 
achievements.  Rather  it  will  discuss  the  evolve- 
ment  of  the  health  insurance  collection  system 
and  the  current  program. 

Prior  to  1972  there  was  an  attempt  by  Medi- 
Cal  (Medicaid)  to  use  health  insurance  assets  as 
required  by  Federal  and  State  law.  In  1971,  a 
Federal  audit  and  a  State  program  analysis  in- 
dependently projected  availability  of  additional 
third  party  assets.  After  review  of  this  data,  it 
was  decided  that  effective  January  1,  1972,  pro- 
viders must  bill  insurance  carriers  before  Medi- 
Cal.  Enabling  regulations  were  issued.  Within 
20  days  of  the  effective  date,  the  "bill  the  third 
party  first"  regulation  was  withdrawn.  The 
problems  were  extensive.  The  reliability  of  in- 
surance data  from  beneficiaries  to  the  State  was 
not  good.  Many  providers'  services  were  not  uni- 
versally or  even  generally  insured.  Insurance  car- 
riers had  a  multitude  of  requirements  for  billing. 
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For  example,  some  companies  had  policies  in 
effect  which  required  Medi-Cal  to  pay  first. 

Following  modification  of  the  regulation,  the 
Department  encouraged  (but  did  not  require) 
providers  to  bill  carriers  first.  Legislation  per- 
mitted a  12  month  delayed  billing  to  Medi-Cal 
when  third  parties  were  involved,  with  an  extra 
year  possible  under  certain  conditions.  The  De- 
partment set  up  a  manual  post  payment  recovery 
program  in  the  Autumn  of  1972. 

The  post  payment  health  insurance  collection 
program  began  receiving  paid  Medi-Cal  claims 
from  the  fiscal  intermediary  in  the  Fall  of  1972 
and  began  manual  post  payment  billings.  By 
Summer,  1973,  the  program  was  screening  and 
processing  only  the  highest  dollar  cases.  By 
Spring,  1974,  we  were  innundated  with  boxes  of 
claims  and  were  pressing  hard  for  a  computerized 
system.  (They  fix  everything!)  The  new  com- 
puter identification  and  billing  system  was  to  be 
installed  in  1975.  The  accounting  and  control 
portions  were  to  be  operational  in  May  1976. 

The  first  automated  bills  were  mailed  on 
schedule  while  the  system  was  being  pro- 
grammed. Several  hundred  third  party  payors 
were  now  confronted  with  tens  of  millions  of 
dollars  in  billings.  It  quickly  became  apparent 
that  many  carriers  and  companies  were  unwilling 
to  handle  the  computer  forms.  They  were  un- 
willing to  accept  the  reliability  of  the  forms  as 
audit  trails  for  their  auditors  and  those  of  their 
customers.  Some  Medi-Cal  payment  demands  in- 
cluded billings  for  services  given  up  to  four  years 
earlier,  periods  where  some  carriers  and  com- 
panies had  closed  their  books  and  where  others 
had  dispersed  related  assets. 

Medi-Cal  responded  to  this  unwillingness  to 
pay  by  filing  suit  against  the  597  largest  third 
party  health  care  payors  in  the  United  States. 
This  legal  action  tolled  the  statute  of  limitations 
for  these  collections.  In  the  next  few  months,  a 
great  deal  of  caution,  curiosity  and  even  distrust 
was  displayed  by  both  the  State  and  carrier/ 
company  representatives. 

During  the  next  three  years— June  1975  to 
June  1978— all  suits  were  settled  without  court 
action.  These  settlements  were  negotiated  com- 
promises: carriers/companies  agreed  to  accept 
the  format  and  method  of  the  State's  billing, 
and  the  State  agreed  to  provide  additional  in- 
formation on  the  billings  and  submit  them 


within  15  months  of  service.  Once  these  differ- 
ences were  settled,  the  relationship  between  the 
State  and  carrier/ companies  became  increasingly 
routine  and  cooperative;  it  continues  to  be  so. 

These  contacts  with  third  party  payors  have 
carried  over  to  a  good  working  relationship  be- 
tween HCFA  and  the  Health  Insurance  Associa- 
tion of  America,  and  HCFA  and  the  Blue  Cross/ 
Blue  Shield  organizations. 

California's  health  insurance  detection  collec- 
tion system  annually  recognizes  about  $50  million 
in  cost  avoidance  and  $8  million  in  post  payment 
recovery.  The  post  payment  system  is  specifically 
designed  to: 

1.  Accumulate  information  about  Medi-Cal 
beneficiaries  with  private  health  insurance 
coverage; 

2.  Provide  each  of  about  1900  payors  across 
the  country  with  bills  containing  sufficient 
information  about  their  insureds'  policies 
to  allow  them  to  make  payment  to  the 
Medi-Cal  program;  and 

3.  Provide  accountability  and  control  of  the 
reimbursement  to  which  Medi-Cal  is 
entitled. 

The  Health  Insurance  Collection  Unit's 
(HIC)  operation  is  grouped  into  five  parts— case 
Identification  file  (CID),  along  with  the  names 
maintenance,  and  program  support. 

Case  Identification:  A  primary  source  for  iden- 
tifying available  beneficiary  health  insurance 
benefits  is  the  county  welfare  department.  They 
provide  this  data  on  computer  tape  to  the  De- 
partment of  Health  Services'  (DHS)  Central 
Identification  file  (CID) ,  along  with  the  names 
of  all  persons  they  have  determined  to  be  eligi- 
ble for  Medi-Cal  benefits.  Other  fruitful  sources 
for  identifying  TPL  include:  referrals  from  in- 
dividuals, insurance  carriers,  other  State  and 
county  governmental  agencies,  and  the  Federal 
State  Data  Exchange  (SDX)  file  for  Supple- 
mentary Security  Income  (SSI)  recipients.  Each 
month,  DHS  Computer  Services  extracts  infor- 
mation from  the  CID  and  SDX  files  for  all  bene- 
ficiaries with  the  "other  health  coverage"  (OHC) 
designated.  This  information  creates  the  OHC 
Master  Beneficiary  File.  A  questionnaire  is 
printed  and  mailed  to  each  new  Medi-Cal  family 
unit  added  to  the  file  since  the  previous  printing. 
The  questionnaire  is  designed  to  obtain  the  de- 
tailed information  the  unit  needs  to  bill  an  in- 
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surance  carrier.  In  Fiscal  Year  1978-1979,  a  total 
of  72,233  questionnaires  were  mailed.  In  FY 
1979-1980,  81,807  questionnaires  were  mailed. 

Questionnaires  returned  to  the  HIC  Unit  are 
screened  to  determine  whether  they  indicate 
"other  health  coverage"  and,  if  so,  whether  they 
contain  sufficient  information  to  be  added  into 
the  system  as  a  billable  record.  Numerous  ques- 
tionnaires are  found  to  have  other  health  cov- 
erage indications  but  contain  insufficient  infor- 
mation for  billing  purposes.  The  unit  attempts 
telephone  contact  in  each  such  case.  If  no  con- 
tact is  made,  then  the  same  questionnaire  is  re- 
turned to  the  beneficiary  with  the  missing  items 
circled  to  indicate  the  need  for  the  information. 
In  Fiscal  Year  1978-1979,  38,032  questionnaires, 
or  53  percent  of  those  mailed,  were  returned.  In 
Fiscal  Year  1979-1980,  38,456  questionnaires,  or 
47  percent  of  those  mailed,  were  returned.  We 
feel  the  return  rates  indicate  the  comparative 
success  of  the  questionnaire  and  followup  proce- 
dures to  other  questionnaire  activities  by  the 
public,  academic,  and  private  sectors. 

All  returned  questionnaires  with  OHC  indi- 
cators that  contain  sufficient  information  are 
coded,  and  are  added  to  the  OHC  Master  Bene- 
ficiary File  as  a  billable  record.  Coding  requires 
interpreting  and  transcribing  information  from 
the  questionnaire  onto  a  computer  input  docu- 
ment and  setting  up  a  Master  Case  Record  con- 
taining all  "hard"  copies  of  documents  pertain- 
ing to  the  questionnaire.  In  FY  1979-1980,  26,215 
questionnaires,  or  68.9  percent  of  those  returned, 
included  sufficient  information  to  be  coded.  The 
majority  of  the  other  questionnaires  showed  no 
OHC  indications.  In  FY  1979-1980,  22,271  ques- 
tionnaires, or  60  percent  of  those  returned,  were 
coded.  The  coding  took  11.3  minutes  per  ques- 
tionnaire in  FY  1979-1980. 

Carrier  Billing:  The  Medi-Cal  intermediary 
submits  paid  claims  computer  tapes  to  DHS. 
These  are  records  of  all  claims  paid  for  services 
submitted  to  the  intermediary  by  providers  of 
medical  services  to  Medi-Cal  beneficiaries. 

Each  month  DHS  Computer  Services  runs  the 
paid  claims  tapes  against  the  OHC  Master  Bene- 
ficiary File  and  selects  claims  information  on  all 
beneficiary  matches.  Each  quarter,  DHS  Com- 
puter Services  prints  a  payment  demand  for  each 
beneficiary  on  the  OHC  Master  File,  with  bill- 
able insurance   information   and  accumulated 


paid  claims  amounts  totaling  $500  or  more  over 
the  previous  15  months.  The  $500  level  is 
variable,  to  match  workload  and  resource  avail- 
ability. The  payment  demands  are  sent  to  the 
HIC  Unit  to  mail  to  insurance  carriers.  In  FY 

1978-  1979,  a  total  of  61,183  payment  demands 
totaling  $64.9  million  in  paid  claims  were  mailed 
to  769  carriers.  In  FY  1979-1980,  55,262  demands 
totalling  $56.1  million  were  mailed  to  748  car- 
riers (the  last  quarter  billing  was  mailed  in  June 
instead  of  April). 

Payment  demands  returned  by  insurance  car- 
riers without  payment  are  reviewed  for  possible 
redirection  to  another  carrier,  or  resubmission 
to  the  original  carrier.  Redirection  can  result 
from  incorrect  information  being  supplied  by  a 
beneficiary  on  the  questionnaire,  or  a  shift  in 
the  carrier  underwriting  the  particular  policy. 
Resubmission  results  when  a  carrier  needs  addi- 
tional information,  or  the  HIC  Unit  reviewing 
the  Master  Case  Record,  contacting  an  employer 
or  union,  obtaining  additional  information  from 
the  intermediary,  or  contacting  a  provider  of 
service.  In  FY  1978-1979,  32,313  payment  de- 
mands were  returned  without  payment.  In  FY 

1979-  1980,  a  total  of  30,286  were  returned  with- 
out payment. 

Case  Accounts:  DHS  Computer  Services  trans- 
fers the  payment  demand  billing  tapes  data  to 
an  Accounts  Receivable  Master  File  according  to 
billing  date,  beneficiary,  and  insurance  carrier. 
This  file  contains  the  total  claims  billed  insur- 
ance carriers  via  the  payment  demand  process. 
An  insurance  carrier's  claim  depends  on  the  type 
of  policy,  coverage  dates,  deductible  limits, 
policy  limits,  and  previous  disbursements.  Our 
experience  during  the  past  five  years  shows  that 
following  a  $45-55  million  cost  avoidance,  seven 
to  eight  percent  of  the  total  amount  of  each 
quarterly  billing  is  usually  collectable.  These 
findings  are  based  on  onsite  reviews  of  selected 
major  carrier's  payment  demand  processing  pro- 
cedures. Again,  this  percent  excludes  cost  avoid- 
ance TPL  exceeding  $50  million  annually,  all 
Medicare  Part  B  cost  avoidance,  and  all  casualty 
Worker  Compensation  recoveries. 

Manual  Billing 

Manually  prepared  payment  demands  for 
retroactive  periods  are  sent  to  an  insurance  car- 
rier when  they  cannot  automatically  be  billed  by 
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the  system.  We  also  manually  bill  on  requests  by 
carriers  to  prevent  disbursements  to  another 
party. 

Carriers  return  payments  to  the  HIC  Unit  in 
various  forms,  i.e.,  one  check  for  each  payment 
demand,  one  check  for  hundreds  of  payment 
demands,  and  some  return  payments  without  a 
payment  demand.  This  last  situation  means  that 
the  Unit  must  match  a  returned  payment  with 
an  appropriate  payment  demand,  apply  it  to  the 
account,  code  it  onto  a  computer  input  docu- 
ment, and  generate  any  necessary  refund  when 
carriers  reimburse  more  than  the  Medi-Cal 
program  paid  for  a  service.  In  FY  1978-1979, 
12,640  payments  were  processed  and  $6,265,416 
collected  for  payment  demands.  In  FY  1979-1980, 
16,977  payments  for  $6,641,650  were  processed 
and  collected.  Special  cashiering  and  mail  room 
clerical  procedures  assure  that  no  person  re- 
ceives an  incoming  check  with  his/her  name 
on  it. 

Case  Maintenance:  One  of  the  vital  activities 
necessary  to  maintaining  the  system's  validity,  as 
well  as  to  reduce  unnecessary  billings,  is  up- 
dating the  OHC  Master  Beneficiary  File  with  the 
information  supplied  on  returned  payment  de- 
mands. For  example,  a  carrier  may  state  that  a 
beneficiary  is  not  their  insured,  or  the  policy  is 
no  longer  in  effect.  All  onsite  reviews  of  major 
insurance  carrier  actions  by  the  Recovery  Section 
staff  have  shown  this  carrier  supplied  informa- 
tion to  be  valid.  Other  case  maintenance  sources 
include  beneficiaries,  providers  of  medical  serv- 
ices, county  welfare  workers,  and  other  State 
agencies.  In  FY  1978-1979,  10,958  case  records 
were  updated.  In  FY  1979-1980,  9,439  case  rec- 
ords were  updated. 

In  processing  payments  and  payment  demands, 
HIC  Unit  Staff  may  find  cases  where  the  insur- 
ance carrier  has  already  paid  either  the  provider 
or  beneficiary  for  some  of  the  services  for  which 
the  Section  sent  a  payment  demand.  These  cases 
are  turned  over  to  the  Section's  field  staff,  the 
Compliance  Unit,  to  seek  recovery  from  the  pro- 
vider beneficiary.  Prior  to  transfer  from  the  HIC 
Unit,  these  cases  are  reviewed  closely  for  com- 
pleteness of  data  needed  for  special  collection 
effort.  This  review  includes  acquisition,  evalua- 
tion, and  incorporation  of  beneficiary  medical 
service  history  data  from  the  paid  claims  tapes. 
In  FY  1978-1979,  869  cases  were  transferred  for 


Compliance  Unit  followup.  In  FY  1979-1980, 
1,444  cases  were  transferred  to  the  Compliance 
Unit.  The  HIC  Unit  maintains  a  "hard"  case 
record  on  all  Medi-Cal  beneficiaries  known  to 
have  billable  health  insurance  information  on 
the  Master  File.  In  addition  to  the  "hard"  case 
records,  Computer  Services  prints  a  quarterly 
listing  of  cases  that  have  been  inactive  in  the 
Medi-Cal  program  for  18  months.  These  are 
purged  from  the  files,  sent  to  records  storage  for 
three  years  and  then  destroyed. 

Program  Support:  Numerous  clerical  and  ana- 
lytical activities  are  necessary  to  keep  the  system 
functioning  from  day  to  day,  as  well  as  planning 
for  future  enhancements.  Clerical  activities  in- 
clude mail  distribution,  photocopy  service,  sup- 
ply acquisition,  personnel  transactions,  typing, 
and  general  office  duties.  Analytical  activities  in- 
clude: evaluation  and  formulation  of  proposed 
legislation  and  regulations;  statistical  sampling 
and  review  of  insurance  carrier  processing  of 
payment  demands;  liaison  with  Computer  Serv- 
ices, counties,  carriers,  and  other  State  agencies; 
and  administrative  and  system  problem  evalua- 
tion and  resolution. 

HIC  Unit  Staff  Resources 

The  42  staff  currently  assigned  to  the  HIC 
Unit  consist  of  the  following:  a  staff  services 
manager,  analysts,  office  services  supervisors,  an 
accounting  technician,  account  clerks,  and  office 
assistants.  Because  of  the  program's  concern  for 
efficient  management,  the  unit  maintains  a  fairly 
detailed  staff  time  and  production  reporting  sys- 
tem. Staff  hours  are  reported  in  three  cate- 
gories: direct  production,  indirect  production, 
and  lost  time.  Direct  production  consists  of  man- 
agement, supervisory,  and  other  hours  not  di- 
rectly related  to  a  specific  program  activity.  Lost 
time  consists  of  vacation,  sick  leave,  and  training 
hours. 

Overpayments 

As  mentioned  earlier,  carriers  often  indicate 
on  returned  payment  demands  that  they  have 
already  made  a  disbursement  to  a  provider  or 
beneficiary.  These  cases  are  transferred  from  HIC 
to  the  Compliance  Unit  for  followup.  Addition- 
ally, the  Compliance  Unit  receives  referrals  from 
individuals  and  government  agencies  which  in- 
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dictate  the  same  sort  of  event.  These  cases  require 
detailed  research  and  evaluation  prior  to  pursuit 
of  overpayments.  In  FY  1978-1979,  the  Compli- 
ance Unit  collected  $191,513  in  beneficiary  over- 
payments and  $657,868  in  provider  overpay- 
ments. In  FY  1979-1980,  the  Compliance  Unit 
collected  $143,006  in  beneficiary  overpayment 
and  $687,196  in  provider  overpayments. 

Table  1  shows  the  post  payment  health  insur- 
ance collections  for  FY  1978-1979  and  FY  1979- 
1980. 


TABLE  1:  Post  Payment  Collections 
Health  Insurance  Collection  System 


Collection  Type 

FY  78/79 

FY  79/80 

Automated  Billings 

$6,265,416 

$6,621,391 

Manual  Billings 

209,817 

209,961 

Overpayments 

849,381 

830,203 

TOTAL 

17,324,614 

$7,661,555 

Conclusion 


California's  interest  and  activities  in  TPL/ 
health  insurance  began  before  the  Federal  gov- 
ernment or  many  other  States  realized  its  poten- 


tial for  mitigating  Medicaid  expenditures.  Medi- 
Cal's  TPL  activities  began  with  a  small  staff  re- 
viewing claims  manually.  As  the  financial  re- 
coveries grew,  so  did  the  health  insurance  op- 
eration, both  in  terms  of  sophistication,  i.e., 
manual  to  automated,  and  size,  i.e.,  staff  of  9  to 
42.  The  program  now  realizes  $50  million  in 
prepayment  offset  and  $7.6  million  in  post  pay- 
ment recovery  from  health  insurance  collection. 

Medicaid  collection  programs  can  represent 
efficient  and  effective  use  of  resources  to  harvest 
funds  from  those  liable  to  pay.  The  California 
Medi-Cal  program's  Recovery  Section  has 
achieved  its  projected  goals  and  has  shown  in- 
creasing and  significant  savings  to  the  State.  The 
program  has  credibility— a  quality  achieved  by 
dedicated  staff,  risk  taking,  and  good  manage- 
ment. 


Jerome  Hansen  established  and  has  headed  the  Recovery 
Section  of  the  California  Department  of  Health  Services 
since  1972.  Prior  to  that  he  worked  in  Medi-Cal  nursing 
home  policy  development  where  he  provided  liaison  with 
the  nursing  home  industry,  the  State  legislature,  and  the 
constituency. 
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THE  ELIGIBILITY  SIMPLIFICATION  PROJECT 


by  CAROL  J.  JORDAN 
Introduction 

Many  socially  and  economically  disadvantaged 
Americans  receive  or  are  entitled  to  receive  serv- 
ices and  benefits  from  one  or  more  Federally 
funded  "means  tested"  programs.1  Although  each 
program  has  its  own  distinct  purpose  and  finan- 
cial eligibility  criteria,  certain  requirements  are 
common  to  all. 

This  article  describes  the  efforts  of  the  HEW*/ 
OMB  Eligibility  Simplification  (ES)  Task  Force 
formed  in  response  to  President  Carter's  direc- 
tive for  developing  a  simplified,  less  burdensome 
eligibility  process  for  human  service  programs. 
Although  final  recommendations  have  not  yet 
been  announced,  we  believe  that  the  project 
demonstrates  the  value  of  a  systematic  and  coor- 
dinated approach  to  eligiblity  determination. 

Background 

Several  recent  studies  conducted  by  the  Presi- 
dent's Reorganization  Project  concluded  that 
efforts  were  needed  to  streamline  and  simplify 
administrative  and  program  policies  used  to 
establish  eligibility  for  human  service  programs. 
While  there  seems  to  be  a  consensus  that  pro- 
gram reform  is  needed,  there  is  little  agreement 
on  what  is  necessary  to  accomplish  this  reform. 
For  years,  Federal,  State,  and  local  government 
staff  have  expressed  dissatisfaction  with  the  pres- 
ent system,  and  client /worker  satisfaction  ap- 
pears minimal  at  best.  Client  advocacy  groups 
argue  that  too  little  is  done  for  the  client,  and 
taxpayers  complain  that  too  much  of  their  tax 
money  is  misspent  on  poor  program  administra- 
tion and  complex,  ambiguous  program  policy. 
Taxpayers  maintain  that  this  ambiguity  means 
policy  is  frequently  manipulated  and  abused, 
and  cite  the  "welfare  Cadillac"  syndrome  as  an 


*  HEW  is  now  the  Department  of  Health  and  Human 
Services. 


example  of  such  abuse.  While  much  of  this 
criticism  of  the  human  service  system  is  valid,  no 
ultimate  solutions  appear  to  exist,  despite  con- 
centrated efforts  by  Federal,  State,  and  local 
governments  as  well  as  interested  organizations 
and  associations.  Due  to  statutory  and  regulatory 
differences  in  the  seven  programs,  solutions  to 
particular  problems  usually  "cure  an  illness"  in 
a  single  program  rather  than  the  whole  system. 
Policy  for  human  service  programs  must  be  con- 
tinually reviewed  and  revised  to  keep  it  valid  and 
responsive  to  human  needs.  This  constant  review 
is  also  needed  to  prevent  different  programs'  ob- 
jectives from  conflicting  with  one  another;  at  the 
same  time,  policy  must  be  managed  so  as  to  pre- 
serve the  individual  integrity  and  objectives  of 
these  programs.  Finally,  the  more  complex  and 
influential  the  program,  the  greater  the  difficulty 
in  changing  policy.  This  difficulty  is  magnified 
when  the  change  is  being  made  specifically  for 
the  sake  of  uniformity  and  simplification  among 
programs. 

Program  complexity  has  also  resulted  in  dupli- 
cation of  effort,  contributing  to  high  administra- 
tive costs,  waste,  and  high  error  rates.  Much  of 
the  complexity  in  human  services  programs  is 
needless,  and,  as  stated,  a  major  cause  of  waste, 
and  worker /client  dissatisfaction.  Clients  them- 
selves are  confused  and  bewildered  by  the  intri- 
cacies of  the  system.  This  can  result  in  a  lack  of 
client  cooperation.  Human  service  workers  are 
frustrated,  and  morale  is  low  because  so  much 
of  their  time  is  spent  on  bureaucratic  tasks  con- 
sidered irrelevant  and  duplicative.  This  latter 
results  in  a  high  "burnout"  rate  for  workers,  who 
are  replaced  by  new,  inexperienced  staff.  This 
in  turn  completes  the  circle  of  confusion  and 
complexity,  and  makes  both  workers  and  clients 
unable  to  deal  within  the  system.  In  addition, 
the  costs  of  administering  the  programs  are 
raised  (e.g.,  constant  training  of  new  personnel). 
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Another  aspect  that  cannot  be  realistically 
ignored  is  the  political  one.  Special  interest 
groups  and  other  diverse  influences  create  fur- 
ther difficulties  for  those  analyzing  and  defining 
the  purpose  of  a  human  service  system  and  their 
viewpoints  must  be  considered  in  developing 
solutions.  The  system's  problems  cannot  be  ana- 
lyzed in  a  vacuum;  the  weight  given  to  various 
influencing  factors  can  drastically  change  the 
choice  of  alternatives.  In  eligibility  restruc- 
turing, we  are  not  dealing  with  a  simple,  self- 
contained  issue,  but  a  dynamic  and  complex  one 
that  impacts  society  as  a  whole.  Opinions  on 
which  reforms  are  necessary,  and  the  method- 
ology for  achieving  them  are  almost  as  diverse 
as  the  individuals  and  groups  espousing  them. 

Task  Force  Activities 

On  December  13,  1978,  President  Carter  called 
for  "recommendations  which  will  lead  to  more 
consistent  and  less  burdensome  governmentwide 
practices  to  make  the  eligibility  determination 
process  simple,  understandable,  and  efficient"  in 
human  services  programs.  The  President's  de- 
sire to  replace  the  existing  human  service  struc- 
ture with  a  simpler  and  more  equitable  program 
was  important,  since  he  recognized  not  only  the 
government's  obligation  to  provide  basic  services 
and  benefits  to  citizens  in  need,  but  also  the 
responsibility  to  provide  these  services  in  the 
most  cost  effective  and  efficient  way  possible. 

To  implement  his  decision,  the  President  di- 
rected the  Secretary  of  Health,  Education,  and 
Welfare  and  the  Director  of  the  Office  of  Man- 
agement and  Budget  to  lead  the  eligibility  sim- 
plification effort.  A  policy  steering  group  of 
assistant  secretaries  from  the  Departments  of 
Agriculture,  HEW,  HUD,  and  Labor,  who  were 
responsible  for  the  programs  under  review,  was 
established  in  January,  1979.  In  May  1979,  this 
steering  group  established  the  HEW/OMB  Eligi- 
bility Simplification  (ES)  Task  Force  composed 
of  a  team  leader,  two  project  coordinators  and 
a  representative  from  each  of  the  programs  being 
reviewed,  as  well  as  other  support  staff.  The 
seven  Federally  funded  means  tested  programs 
selected  for  study  by  the  ES  Task  Force  were: 
Aid  to  Families  with  Dependent  Children 
(AFDC)— provides  cash  assistance  to  families 
with  children  who  are  deprived  of  parental  sup- 
port due  to  absence,  incapacity,  or  death. 


Supplemental  Security  Income  Program  (SSI)— 
provides  cash  assistance  to  individuals  and  cou- 
ples who  are  aged,  blind,  or  disabled. 
Medicaid— provides  health  care  financing  to 
aged,  blind,  and  disabled  individuals  and  to 
families  with  dependent  children  who  have  in- 
sufficient income  to  meet  the  cost  of  medical 
care. 

Food  Stamp  Program— provides  subsidization  in 
the  form  of  Food  Stamps,  to  enable  persons  to 
purchase  sufficient  food  for  a  nutritionally  bal- 
anced diet. 

Housing  and  Urban  Development  Program 
(HUD),  Section  8— provides  rent  supplements  on 
behalf  of  individuals  who  have  insufficient  in- 
come to  meet  shelter  costs. 

Comprehensive  Employment  and  Training  Act 
(CETA)— includes  several  programs  providing 
employment  and  employment  training  for  eco- 
nomically disadvantaged  individuals,  and 
Title  XX— provides  social  services  to  low  income 
individuals  and  families  to  help  them  achieve 
self-support. 

The  ES  Task  Force  was  charged  with  develop- 
ing recommendations  for  meeting  these  objec- 
tives: 

•  Improve  the  quality  of  services  to  needy 
citizens  through  individual  and  cross  pro- 
gram administrative  reforms; 

•  Simplify  eligibility  requirements  by  devel- 
oping uniform  Federal  standards,  where  pos- 
sible, and  eliminating  unnecessary  or  du- 
plicative requirements;  and 

•  Reduce  administrative  costs,  waste  and  error 
rates  by  streamlining  eligibility  determina- 
tion procedures  and  adopting  modern  man- 
agement techniques. 

The  steering  group's  final  recommendations, 
after  studying  the  ES  Task  Force's  findings,  are 
to  be  presented  to  the  President  as  options  for 
simplifying  and  standardizing  the  seven  human 
service  programs.  In  their  study,  the  ES  Task 
Force  focused  on  two  important  features  of  the 
eligibility  process:  the  income  and  asset  elements 
used  to  determine  eligibility,  and  the  actual  eligi- 
bility determination  process.  Following  is  a  de- 
scription of  their  study. 

Review  of  Income  and  Asset  Elements:  The 
methodology  for  this  review  was  patterned  after 
an  earlier  project,  which  began  in  19^4,  called 
SPAARS    (Single    Purpose    Application  with 
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Automatic  Referral  System).  SPAARS  was  a 
joint  effort  among  the  States  of  Colorado,  Mon- 
tana, North  Dakota,  South  Dakota,  Utah,  and 
Wyoming,  in  conjunction  with  the  Mountain 
Plains  Federal  Regional  Council.  Its  objective 
was  to  improve  the  delivery  of  human  services 
to  the  needy,  the  same  objective  as  that  of  the 
ES  Task  Force. 

ES  Task  Force  project  methodology  involved 
an  exhaustive  examination  of  more  than  160 
financial  requirements  consisting  of  income,  asset, 
and  procedural  elements  governing  eligibility 
determination  in  the  seven  programs.  To  facili- 
tate cross  program  reviews,  these  elements  were 
broken  down  into  the  smallest  possible  units  of 
analysis,  e.g.,  income  from  employment  was 
broken  into  wages,  salaries,  commissions,  and 
tips.  Various  options  to  standardize,  modify  or 
eliminate  elements  were  weighed  in  terms  of 
their  impact  on  program  costs,  responsiveness 
to  clients,  potential  for  reducing  waste,  error 
rates,  and  administrative  simplicity.  The  ES 
Task  Force  reviewed  each  of  the  seven  programs, 
and  analyzed  all  income  and  resource  elements 
according  to  definition,  valuation,  and  treat- 
ment. One  brief  example  provides  insight  into 
the  difficulty  of  standardizing  income  and  re- 
source elements.  This  was  the  definition  of  "mili- 
tary pay."  "Military  pay"  includes  active  duty 
pay,  active  duty /training  pay,  active  duty/in- 
jured pay,  and  family  allotment.  The  differ- 
entiation is  necessary  since  of  the  seven  pro- 
grams, only  CETA  excludes  active  duty  pay  from 
earned  income. 

The  basic  breakdown  and  definitions  of  ele- 
ments involved  in  this  example  were  set  on  a 
matrix,  showing  how  the  element  was  treated  in 
each  program  (inclusion  or  not,  how  treated). 
This  effort  confirmed  that  only  CETA  excluded 
active  duty  pay  from  earned  income.  Table  1  is 
the  section  of  the  matrix  used  for  this  element, 
and  illustrates  the  breakdown  required.  (This  in 
turn  led  to  the  ES  Task  Force  recommending 
that,  for  uniformity's  sake,  CETA  treat  active 
duty  pay  as  regular  pay.)  For  all  programs,  the 
potential  areas  of  standardization  indicated  on 
the  matrix  were  analyzed  for  their  impact.  Cri- 
teria used  to  measure  impact  were:  program 
costs;  program  purpose;  client /worker  satisfac- 
tion; error  rates;  and  public  perception.  Once 
this  experience  was  compared,  the  ES  Task  Force 


recommended  how  a  particular  income  or  re- 
source element  should  be  defined  or  treated 
across  the  seven  programs. 

Review  of  Eligibility  Process:  The  ES  Task 
Force  began  with  an  analysis  of  SPAARS  data, 
to  study  the  legal  constraints  imposed  by  regula- 
tions and  statutes  on  the  use  of  one  eligibility 
determination  to  establish  eligibility  for  more 
than  one  program. 

The  ES  Task  Force  also  researched  current 
administrative  procedures  used  by  States  to  de- 
termine eligibility.  The  seven  programs,  except 
for  SSI,  are  State  administered;  therefore,  it  was 
necessary  to  obtain  data  regarding  administra- 
tive and  technical  procedures  in  each  State.  The 
eligibility  determination  process  was  perceived 
by  the  Task  Force  as  a  series  of  developmental 
procedures.  The  ES  Task  Force  analyzed  current 
procedures  on  three  levels:  individual  program 
improvements;  standardization  to  promote  co- 
ordination; and,  integration. 

Data  was  collected  from  a  variety  of  States  and 
recommendations  were  developed  on  all  three 
levels.  The  criteria  used  to  determine  the  impact 
of  standardized  income  and  resource  elements, 
were  also  applied  to  determine  the  impact  of 
Task  Force  recommendations  on  the  eligibility 
determination  process,  i.e.,  program  costs  and 
purpose;  client/worker  satisfaction;  error  rates; 
and  public  perception. 

Managing  the  Task 

To  reduce  its  role  to  manageable  elements, 
the  ES  Task  Force  categorized  the  seven  human 
service  programs  as  follows: 

1.  Cash  programs  (AFDC,  SSI,  Food  Stamps) 

vs. 

Benefit  programs  (Medicaid,  CETA,  Title 
XX,  HUD) 

2.  Programs  with  fiscal  limitations  (an  in- 
dividual may  be  eligible,  but  the  service 
may  not  be  available— HUD,  CETA,  Title 
XX) 

vs. 

Open-ended  programs  (anyone  determined 
to  be  eligible  receives  the  full  amount, 
duration,  and  scope  of  services— Medicaid, 
AFDC,  SSI,  Food  Stamps) 
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TABLE  1:  Military  Pay  Matrix  Section 


CASH  IN-KIND 
Direct  Indirect  Direct  Indirect 

ELEMENTS:  R*     I*     A*     O*       R       I       A      O         R      I       A      O        R      I       A  O 


A.    Military  Pay — 
Active  Duty 


CETA 

E 

E 

E 

E 

S 

s 

S 

S 

E 

E 

E 

E 

E 

E 

E 

E 

HUD 

I 

I 

I 

I 

S 

S 

S 

S 

S 

s 

S 

S 

S 

S 

S 

S 

SSI 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

AFDC 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

MEDICAID 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

FOOD  STAMPS 

I 

I 

E 

E 

I 

I 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

TITLE  XX 

I 

I 

I 

I 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

B.    Military  Pay — 
Active  Duty 
Training 


CETA 

I 

S 

s 

S 

S 

S 

S 

I 

E 

E 

E 

E 

E 

E 

E 

E 

HUD 

I 

I 

I 

I 

S 

S 

S 

S 

S 

S 

S 

S 

S 

S 

S 

S 

SSI 

I 

I 

I 

I 

1 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

AFDC 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

MEDICAID 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

FOOD  STAMPS 

I 

I 

E 

E 

I 

I 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

TITLE  XX 

I 

I 

I 

I 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

E 

C.  Military  Pay — 
Act.Dty.Trng./ 
Injured 


CETA 

E 

E 

E 

E 

S 

S 

S 

S 

X 

X 

X 

X 

X 

X 

X 

X 

HUD 

I 

I 

I 

I 

S 

s 

S 

s 

X 

X 

X 

X 

X 

X 

X 

X 

SSI 

I 

I 

I 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

AFDC 

I 

I 

I 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

MEDICAID 

I 

I 

I 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

FOOD  STAMPS 

I 

I 

E 

E 

I 

I 

E 

E 

X 

X 

X 

X 

X 

X 

X 

X 

TITLE  XX 

S 

S 

S 

S 

E 

E 

E 

E 

X 

X 

X 

X 

X 

X 

X 

X 

D.    Military  Pay — 
Family  Allotments 


CETA 

E 

E 

E 

E 

S 

S 

S 

S 

X 

X 

X 

X 

X 

X 

X 

X 

HUD 

I 

I 

I 

S 

S 

S 

S 

X 

X 

X 

X 

X 

X 

X 

X 

SSI 

I 

I 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

AFDC 

I 

1 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

MEDICAID 

I 

I 

I 

I 

I 

I 

I 

X 

X 

X 

X 

X 

X 

X 

X 

FOOD  STAMPS 

I 

E 

E 

I 

I 

E 

E 

X 

X 

X 

X 

X 

X 

X 

X 

TITLE  XX 

I 

I 

I 

E 

E 

E 

E 

X 

X 

X 

X 

X 

X 

X 

X 

*  KEY:  R  —Regular  I  —Include 

I  — Irregular  E  — Exclude 

A — Accumulated  S  — Silent 

O  — One  Time  Unanticipated  X  — Not  applicable 
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3.  Means  test  used  to  determine  eligibility 
and  amount  of  benefits  or  services  (Food 
Stamps,  SSI,  AFDC) 
vs. 

Means  test  used  only  to  distinguish  eligi- 
bles  from  non-eligibles,  but  not  to  guar- 
antee receipt  or  amount  of  benefits  or 
services  (HUD,  CETA,  Title  XX) . 

More  specifically,  AFDC,  SSI,  and  Food 
Stamps  provide  cash  or  negotiables  to  clients  for 
basic  maintenance  needs.  Medicaid,  CETA, 
HUD,  and  Title  XX  programs  finance  a  specific 
service:  housing,  employment  or  training,  medi- 
cal services,  or  other  services  to  enable  or  main- 
tain self-sufficiency  for  the  client. 

Cash  programs  (AFDC,  SSI)  are  open-ended 
and  provide  assistance  to  all  eligible  individuals. 
The  service  programs  (HUD,  CETA,  Title  XX) 
are  limited  by  financial  ceilings  (caps),  and  the 
availability  of  resources.  Therefore,  not  all  peo- 
ple who  apply  and  are  found  eligible  receive 
services  for  which  they  are  eligible.  Medicaid 
resembles  the  cash  programs  in  that  it  is  open- 
ended  and  services  are  provided  to  all  eligibles; 
however,  health  care  is  financed  by  the  program 
rather  than  provided  directly. 

As  mentioned  earlier,  each  of  the  seven  pro- 
grams has  a  distinct  purpose  and  set  of  goals, 
as  well  as  some  form  of  means/income  test  to 
determine  eligibility.  These  differences  make 
simplifying  eligibility  a  Herculean  task. 

Recommendations 

The  multiprogram  composition  of  the  ES 
Task  Force  permitted  all  discussion  and  recom- 
mendations to  be  immediately  considered  and 
weighed  for  impact  on  each  program.  However, 
the  Task  Force's  recommendations  are  still  under 
review  by  the  policy  steering  committee,  and 
therefore,  no  final  specific  recommendations  can 
be  revealed  here.  Some  vital  areas  of  general 
recommendations  can  be  discussed,  to  provide 
insight  into  the  consideration/review  process. 

Eligibility  Determination  Elements:   The  ES 

Task  Force  prioritized  recommendations  accord- 
ing to  the  three  procedures  listed  earlier  (in- 
dividual program  requirements;  standardization 
to  promote  coordination;  and  integration).  Rec- 
ommendations ranged  from  coordinating  serv- 


ices to  have  eligibility  for  several  or  all  programs 
determined  at  one  location,  to  having  a  single 
agency  responsible  for  determining  eligibility  for 
all  programs. 

Income  and  Resource  Elements:  ES  Task  Force 
recommendations  in  this  area  were  based  on 
several  factors: 

•  Current  program  policy— if  most  programs 
treated  an  element  a  certain  way,  it  was 
recommended  that  this  treatment  be  stand- 
ardized. 

•  Welfare  reform  legislation  was  taken  into 
consideration,  so  that  a  consistent  and  com- 
patible Administration  position  was  main- 
tained. 

•  Changes  were  recommended  for  policy 
which  is  ambiguous  or  no  longer  reflective 
of  the  real  world. 

Recommendations  which  increase  or  decrease 
eligibility  for  AFDC  or  SSI  will  have  significant 
impact  on  Medicaid  program  costs.  The  cash 
programs  have  limitations  on  monthly  payments, 
e.g.,  SSI  currently  has  a  monthly  payment  of 
$208.20  for  individuals  with  no  income  or  re- 
sources. Medicaid,  on  the  other  hand,  does  not 
put  any  dollar  limit  on  the  amount  of  health 
care  financing  that  may  be  paid  on  behalf  of  an 
eligible  individual.  The  month  in  which  an 
individual  receives  SSI  in  the  amount  of  $208.20 
and  thus  becomes  eligible  for  Medicaid,  the 
Medicaid  program  may  be  liable  for  thousands 
of  dollars  of  medical  expenses.  This  illustrates 
that  the  definition  and  treatment  of  resources 
and  administrative  procedures  used  by  cash  pro- 
grams to  determine  eligibility  are  of  great  im- 
portance to  Medicaid,  even  though  Medicaid 
does  not  actually  define  income  and  resource  ele- 
ments in  the  Title  XIX  statute  or  regulations. 

One  specific  ES  Task  Force  recommendation 
was  to  have  eligibility  determinations  computer 
generated.  However,  an  informal  survey  of  the 
States  showed  that  this  recommendation  was  not 
feasible  in  the  immediate  future,  since  some  of 
the  States  surveyed  did  not  even  have  an  in- 
tegrated eligibility  data  file  system. 

In  order  to  ascertain  the  constraints  that  exist 
to  improving  current  automated  data  processing 
(ADP)    systems,   State   information  regarding 
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ADP  issues  was  vital.  The  main  constraint,  as 
expected,  is  financial.  States  in  need  of  an  up- 
dated ADP  system  do  not  have  the  necessary 
funds  to  update  their  hardware  systems. 

The  ES  Task  Force  also  developed  various  issue 
papers  on  financial  needs  standards,  income  dis- 
regards and  exclusions,  accounting  periods,  and 
in-kind  income.  These  papers  helped  staff  to  re- 
late income  and  resources  elements  to  the  total 
eligibility  determination  process.  Papers  were 
also  written  about  such  administrative  issues  as: 
client  characteristics;  multiple  program  benefits; 
and  technical  information  obtained  through  sur- 
veys of  State  eligibility  determination  processes. 

Conclusion 

Even  without  detailing  the  specific  recom- 
mendations now  being  considered  by  the  steer- 
ing group,  we  believe  this  project  has  demon- 
strated the  value  of  a  systematic  and  coordinated 
approach  to  simplifying  eligibility  determination 
requirements  and  its  process.  The  project  also 
provided  a  vehicle  for  exhange  of  valuable  tech- 
nical, programmatic  information  and  experience 
between  the  agencies  involved.  The  project's  re- 
sults also  point  to  several  broader  reforms 
needed  in  managing  public  assistance  programs. 
Stronger  incentives  must  be  developed  and  em- 
ployed to  counter  the  natural  tendency  to  for- 
mulating eligibility  requirements  primarily  on 
an  individualized  program  basis.  The  President's 


recent  Welfare  Reform  initiative  moved  in  this 
direction  for  AFDC,  Food  Stamps,  and  SSI,  but 
more  remains  to  be  done.  Individual  State  and 
local  governments,  in  fact,  have  adopted  many 
promising  innovations  to  simplify  and  stream- 
line eligibility  determination;  however,  these 
efforts  are  not  being  systematically  evaluated,  or 
promoted  from  a  systemwide  perspective.  Short- 
term  reviews,  such  as  the  Eligibility  Simplifica- 
tion Project,  are  helpful  but  cannot  substitute  for 
continuing  oversight  to  coordinate  and  monitor 
Federal  initiatives  impacting  on  the  management 
of  human  service  programs.  The  more  standard- 
ized and  simplified  programs  become,  the  more 
efficiently  they  can  be  administered.  This  can 
only  result  in  improved  quality  of  service  and 
service-delivery  systems  for  the  people  served. 
Administrative  cost  savings  realized  could  then 
be  applied  to  improving  or  expanding  programs, 
at  little  additional  cost  to  the  taxpayer. 


Carol  J.  Jordan  is  a  program  analyst  in  HCFA's  Bureau 
of  Program  Policy,  Office  of  Eligibility  Policy,  and  has 
been  involved  in  Medicaid  eligibility  policy  since  January, 
1978.  Ms.  Jordan  represents  the  Medicaid  program  on  the 
Eligibility  Simplification  Task  Force. 


NOTE: 

1.  "Means  tested"  means  an  individual's  entitlement  for 
services  is  based  on  his  or  her  financial  status,  in  addi- 
tion to  meeting  other  eligibility  requirements. 
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THE  IOWA  EXPERIMENT: 

CAPITATION  REIMBURSEMENT  OF  PHARMACISTS* 


by  JOHN  T.  CIRN,  Ph.D. 

(EDITOR'S  NOTE:  This  is  the  last  of  two 
articles  on  Iowa's  drug  capitation  experiment. 
The  first  article  appeared  in  the  June  issue  of 
Perspectives.) 

The  Campaign  at  the  Local  Level 

Early  on,  a  decision  was  made  to  conduct  the 
Iowa  experiment  in  pharmacist  capitation  in  two 
counties.  Historical  data  on  Medicaid  eligibles 
was  reviewed  to  determine  the  counties  which 
had  total  recipient  load  and  mix  by  aid  cate- 
gory close  to  the  averages  for  the  State  as  a 
whole.  Five  counties  were  identified;  two  of 
these,  Dallas  and  Marion  Counties,  in  the  cen- 
tral part  of  the  State  near  Blue  Cross  headquar- 
ters, were  arbitrarily  selected  as  the  sites  for  the 
experiment.  The  University  of  Iowa  research 
team  chose  two  of  the  others  as  the  control 
counties.  (See  Figure  1.) 

FIGURE  1 :  Medicaid  Population  by  Aid  Category — 
December  1975 


Dallas 

Marion 

County 

County 

ADC  recipients 

634 

805 

SSI  recipients 

210 

275 

ICF  recipients 

80 

208 

Total  Medicaid  recipients 

924 

1288 

While  these  two  counties  can  be  viewed  as 
representative  of  the  State  in  many  ways,  the 
selection  procedure  failed  to  consider  one  im- 
portant variable— per  capita  utilization  of  pre- 
scription medications. 


*  This  research  was  supported  by  Grant  Number  5  R18 
HS  02658  from  the  National  Center  for  Health  Services 
Research,  OASH.  The  author  wishes  to  gratefully 
acknowledge  the  assistance  of  Mr.  Norman  Johnson, 
manager  of  the  Iowa  Capitation  Pilot  Project  and  current 
secretary  of  the  Iowa  Board  of  Pharmacy  Examiners. 


Gaining  Support 

To  gain  their  cooperation  for  the  experiment, 
visits  to  pharmacists  and  physicians  in  the  field 
began  in  early  1976.  Questions  were  raised  as 
to  whether  the  local  medical  or  pharmacist  com- 
munity should  have  been  approached  first,  and 
indeed,  whether  any  efforts  at  all  need  have  been 
made  to  win  the  approval  of  physicians.1 

It  was  decided  that  for  the  capitation  experi- 
ment to  realize  its  fullest  cost  saving  potential, 
physicians  had  to  be  persuaded  to  permit  the 
prepaid  pharmacists  to  select  lower  cost  generics 
in  place  of  brand  name  products.  It  was  also 
believed  that  there  should  be  contacts  with  the 
physicians  to  alert  them  to  the  efforts  being 
made  to  increase  the  pharmacists  monitoring  of 
drug  regimens. 

The  decision  to  approach  the  physicians  first 
was  much  criticized.  This  decision  was  based  on 
the  belief  there  was  no  point  in  recruiting  phar- 
macist participants  if  the  medical  community 
said  no  to  the  experiment.  Community  pharma- 
cists were  invited  to  two  of  the  meetings  held 
with  groups  of  physicians,  but  some  pharmacists 
criticized  the  project  manager  for  discussing  the 
project  with  physicians  before  presenting  it  to 
them.  A  Dallas  County  pharmacist  recalled  that 
strong  objections  were  raised  over  the  project 
manager's  having  first  called  a  meeting  of  all  the 
doctors,  with  no  pharmacists  present:  "There 
was  a  bunch  of  pharmacists  in  this  area  who 
really  hit  the  roof  over  that.  They  approached 
the  doctors  first  without  ever  informing  us  as  to 
their  plans.  In  fact,  one  of  our  doctors  stood  up 
at  the  meeting  and  asked,  'Where  are  all  the 
pharmacists?  Why  aren't  they  here?'  This  created 
bad  feeling  at  the  very  start." 

Pharmacists  suggested  that  the  pharmacist  and 
physician  communities  be  brought  together  for 
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meetings  at  the  beginning  of  such  experiments 
and  periodically  throughout  it,  to  thrash  out 
problems  and  arrive  at  common  understandings. 
Administrative  details  of  interest  only  to  phar- 
macists could  be  discussed  at  a  separate  meeting 
for  pharmacists,  following  a  joint  meeting. 

The  executive  director  of  the  State  Medical 
Society  advises  that,  to  find  out  how  to  present 
a  proposal  like  the  Pilot  Project  to  physicians  at 
the  local  level,  one  should  seek  the  judgment 
of  the  president  of  the  County  Medical  Society 
and  be  prepared  to  use  different  approaches  in 
different  counties. 

Because  the  county  medical  societies  were  not 
well  organized  and  met  infreqeuntly  in  the 
sparsely  populated  counties  selected  for  the  ex- 
periment, the  project  manager  approached  the 
target  physicians  at  meetings  of  hospital  or  clini- 
cal medical  staffs.  Blue  Cross/Blue  Shield  pro- 
vider relations  staff  arranged  three  such  meet- 
ings. Most  of  the  physicians  attended;  those  who 
did  not  were  contacted  on  an  individual  basis. 

In  his  addresses,  the  project  manager  focused 
on  appealing  to  physicians  to  allow  pharmacists 
to  select  from  among  drug  products  which  the 
local  medical  and  pharmacist  communities 
jointly  determined  to  be  therapeutically  equiva- 
lent and  could  be  included  in  a  local  formulary. 
Tables  were  displayed  showing  wide  price  dif- 
ferentials among  brand  name  products  either 
made  by  the  same  manufacturer  or  demonstrated 
to  be  bioequivalent  in  scientific  studies.  To  the 
group  meetings  with  physicians,  the  project 
manager  brought  along  a  professor  of  clinical 
pharmacy  from  the  University  of  Iowa  to  lend 
authority  to  his  claims  and  to  answer  technical 
questions. 

It  was  stressed  to  the  doctors  that  no  attempt 
was  being  made  to  specify  which  or  how  many 
products  should  be  included  in  their  formulary, 
that  they  could  add  or  delete  from  it  as  they  saw 
fit.  For  assistance  in  making  such  decisions,  they 
would  be  provided  with  information  on  drug 
equivalence  as  it  became  available.  As  noted 
earlier,  the  formularies  were  never  established; 
the  need  for  them  was  removed  by  passage  of 
the  Iowa  drug  produce  selection  act. 

The  physicians  who  attended  the  group  meet- 
ings gave  the  project  manager  their  verbal  col- 
lective approval  to  move  ahead  with  the  ex- 
periment in  their  communities.  Eventually,  all 


but  two  of  the  physicians  in  private  practice  in 
the  two  experimental  counties  agreed  to  allow 
pharmacists  to  engage  in  generic  substitution.2 

Shortly  after  the  project  began,  a  participating 
pharmacist  told  the  project  manager  that  the 
physicians  at  one  large  clinic  changed  their 
minds  about  allowing  drug  product  selection; 
they  passed  the  word  that  they  wanted  their 
prescriptions  filled  as  written.  The  project  man- 
ager considered,  but  decided  against  intervening 
as  it  "would  mean  influencing  the  outcome  of 
the  project."  Two  solo  practice  physicians  in  the 
community  continued  to  permit  use  of  generic 
substitutes  by  pharmacists,  but  prescription  data 
analysis  conducted  after  the  experiment  showed 
that  the  two  pharmacies  in  that  town  ranked 
among  the  lowest  of  all  the  participating  phar- 
macies in  their  rates  of  generic  substitution. 

Although  support  was  obtained  from  almost 
all  the  physicians  with  practices  located  in  the 
experimental  counties,  this  group  did  not  in- 
clude some  physicians  who  wrote  a  small  fraction 
of  the  Medicaid  prescriptions  filled  by  the  par- 
ticipating pharmacies.  Over  250  physicians  wrote 
at  least  one  of  the  Medicaid  prescriptions  filed 
by  the  prepaid  pharmacies  during  the  two  years 
of  the  experiment.  Data  from  these  prescriptions 
have  been  collected  by  the  University  of  Iowa 
research  team.  Of  the  38  prescribers  who  wrote 
88  percent  of  the  41,890  Medicaid  prescription 
records  in  the  data  bank,  at  least  five  were  phy- 
sicians with  practices  located  outside  the  experi- 
mental counties.3  But  the  top  22  prescribers,  who 
together  accounted  for  almost  83  percent  of  the 
total  prescriptions  on  file,  were  all  experimental 
county  physicians.  If  notifying  or  obtaining  the 
support  of  prescribers  is  considered  important 
prior  to  a  replication  of  the  capitation  project, 
then  it  would  be  advisable  to  learn  the  location 
of  medical  care  sources  for  the  Medicaid  popu- 
tion  in  the  area. 

Meetings  with  groups  of  four  pharmacists  each 
were  held  in  two  towns;  the  project  manager 
visited  other  pharmacists  individually.  His  pres- 
entations dwelt  on  the  need  and  advantages  of 
keeping  patient  drug  profiles  and  on  the  pro- 
posed capitation  system  of  payment.  He  showed 
pharmacists  figures  on  what  their  Medicaid  pay- 
ments were  in  the  past,  and  what  they  would  be 
at  the  outset  of  the  experiment.  He  emphasized 
that  the  contract  they  were  asked  to  sign  with 
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the  State  guaranteed  them  no  less  in  total  pay- 
ments than  what  they  would  have  received  under 
fee-for-service.  They  were  warned  that  if  they 
reduced  their  dispensing  costs,  their  capitation 
rates  would  go  down,  but  they  would  still  be 
able  to  make  an  additional  profit  while  enjoying 
a  reduction  in  their  cash  flow  problems. 

All  but  one  of  the  14  pharmacies  in  the  two 
experimental  counties  signed  participation  con- 
tracts. The  one  that  declined  was  located  on  the 
county  border  and  served  few  of  the  Medicaid 
patients  in  the  experimental  county.  Another 
pharmacy  was  dropped  from  the  project  and 
from  participation  in  the  Medicaid  program 
altogether  because  of  alleged  abuse  which  oc- 
curred prior  to  the  inauguration  of  the  project. 

Despite  the  explanations  presented  at  initial 
meetings  and  at  visits  with  some  of  the  pharma- 
cists during  the  experiment,  many  pharmacists 
had  deficient  understanding  of  the  capitation 
scheme  and  of  the  activities  rewarded  by  it.  Some 
candidly  admitted  an  insufficient  grasp  of  how 
they  could  profit  under  the  new  system,  and 
persisted  in  a  fee-for-service  mentality.  Problems 
in  comprehension  and  motivation  were  especially 
great  for  the  salaried  employee-pharmacists,  who 
handled  much  of  the  prescription  volume  for 
their  stores,  but  who  were  not  in  a  position  to 
gain  a  direct  financial  reward  for  any  cost  saving 
measures  they  put  into  effect. 

This,  and  the  wide  variation  among  partici- 
pating pharmacies  in  rates  of  generic  substitution 
revealed  by  the  prescription  data  analysis,  makes 
it  clear  that  much  more  needs  to  be  done  in  such 
capitation  projects  to  provide  orientation  and 
ongoing  advice  to  the  pharmacists. 

State  Role 

After  participation  agreements  had  been  ob- 
tained from  the  pharmacists,  the  next  major  step 
was  to  arrange  for  the  cooperation  of  the  county 
offices  of  the  State  Department  of  Social  Services 
(DSS).  Critical  to  the  operations  of  the  pilot 
project  were  these  additional  administrative 
tasks  assigned  to  the  county  offices: 

1.  Obtaining  a  choice  of  pharmacy  from  each 
eligible  Medicaid  recipient  residing  in  the 
county,  after  informing  each  recipient 
about  the  new  requirement  to  designate 
and  use  a  particular  store  as  their  sole 
source  of  pharmacy  services  for  the  month. 


2.  Developing  a  base  list  of  eligible  recipients 
for  the  county,  and  notifying  Blue  Cross 
on  a  monthly  basis  of  any  changes  in  the 
names  on  this  list  and  in  choices  of  phar- 
macy. 

The  importance  of  the  accuracy  and  timeliness 
of  these  lists  to  a  capitation  system  cannot  be 
underestimated.  Copies  of  these  lists  were  sent 
to  the  pharmacists  to  enable  them  to  identify 
the  patients  they  were  being  paid  to  serve;  the 
lists  were  also  used  by  Blue  Cross  to  determine 
the  capitation  payment  to  be  made  to  a  phar- 
macy for  a  given  month. 

The  pilot  project  experienced  difficulty  in  de- 
veloping and  maintaining  accurate  eligibility 
lists.  When  interviewed,  each  of  the  capitated 
pharmacists  identified  patients  seeking  drugs 
whose  names  did  not  appear  on  the  list,  but  who 
said  they  had  designated  that  pharmacy.  There 
was  resentment  among  almost  all  owners  over 
not  having  been  paid  for  months  during  which 
their  pharmacies  provided  services  to  unlisted 
patients.  Many  of  the  pharmacists  said  that  the 
difficulty  they  had  in  dealing  with  this  situation 
was  one  of  the  major  problems  they  had  with 
the  project. 

At  the  same  time,  there  were  substantial  over- 
payments by  Blue  Cross  as  the  result  of  the  fail- 
ure by  the  county  offices  to  correctly  identify 
recipients  who  should  have  been  dropped  from 
the  eligibility  lists.  A  review  of  data  provided  by 
one  county  office  after  12  months  showed  that, 
of  the  1,347  eligible  recipients  listed  per  month 
on  the  average,  more  than  60  names  should  have 
been  removed;  22  of  these  had  lost  eligibility  or 
moved  out  of  the  county  prior  to  the  start  of  the 
project.  By  the  seventh  month  of  the  experiment, 
Blue  Cross  was  making  capitation  payments  in 
error  for  nearly  five  percent  of  the  total  eligible 
recipients.  No  recovery  of  these  payments  was 
attempted,  and  it  is  not  known  whether  they 
were  offset  by  underpayments  due  to  errors  of 
omission. 

These  problems  reflected  in  part  the  difficulty- 
faced  by  the  Medicaid  program  in  maintaining 
valid  eligibility  lists,  a  difficulty  flowing  from  the 
complexity  of  the  eligibility  criteria,  and  from 
the  geographical  mobility  of  certain  categories 
of  clients.  Delays  and  errors  in  satisfying  the 
special  needs  of  the  capitation  project  multiplied 
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at  the  level  of  the  county  Medicaid  offices,  which 
emerged  as  "weak  links"  in  the  administrative 
chain. 

The  performance  of  the  staffs  of  the  involved 
offices,  moreover,  was  not  uniform;  one  operated 
much  more  efficiently  and  smoothly  than  the 
other  in  meeting  the  needs  of  the  pilot  project. 
According  to  a  DSS  official,  these  differences  were 
characteristic  of  these  offices,  and  appear 
throughout  their  handling  of  administrative  as- 
signments for  the  Medicaid  program. 

The  first  step  in  this  phase  of  the  project 
marketing  was  to  arrange  a  meeting  with  the 
directors  of  the  two  county  offices  and  their  dis- 
trict administrator,  along  with  the  DSS  phar- 
macy consultant  from  State  headquarters.  The 
project  manager  outlined  the  needs  of  the  proj- 
ect to  these  officers,  and  obtained  commitments 
of  cooperation.  The  county  directors  were  not 
given  the  option  of  refusing  to  participate,  and 
they  looked  upon  the  new  set  of  requirements  as 
a  time-consuming  imposition.  They  did  not  ob- 
ject, as  they  were  accustomed  to  being  ordered 
to  absorb  additional  duties  without  being  given 
additional  staff.  However,  the  county  offices 
eventually  responded  with  excellent  cooperation. 

One  problem  for  the  county  offices  was  the 
novelty  of  requiring  Medicaid  eligibles  to  desig- 
nate and  stick  with  a  single  pharmacy.  Under 
normal  State  rules  for  participation,  a  Medicaid 
recipient  may  be  required  to  designate  a  pri- 
mary physician  or  a  primary  pharmacy,  but 
only  when  there  is  evidence  of  "shopping"  or 
other  abuse.  One  county  office  director  could 
recall,  after  four  years  in  that  office,  only  one 
prior  case  of  a  Medicaid  client  forced  into  a 
lock-in  under  the  fee-for-service  system;  the  other 
county  director  had  no  knowledge  of  any. 

Shortly  before  the  beginning  of  the  project, 
eligible  recipients  in  each  county  received  a 
form  letter  announcing  the  lock-in.  They  were 
asked  to  fill  out  a  form  specifying  their  choice 
of  pharmacy  4  to  return  to  the  county  office.  A 
master  list  of  recipients  and  their  primary  desig- 
nations was  then  developed.  A  worker  at  one  of 
the  county  offices  recalled  that  she  had  much 
difficulty  in  getting  responses  to  the  form  letter 
and  had  to  make  many  followup  phone  calls, 
mostly  to  ADC  clients. 

The  project  was  originally  scheduled  to  begin 
on  June  1,  1976.  But  it  was  delayed  a  month 


when  a  review  of  the  patient  eligibility  data  in 
May  revealed  that  approximately  20  percent  of 
eligibles  in  both  counties  were  not  listed.  There 
was  enough  eligibility  information  to  launch  the 
project  on  July  1. 

The  procedure  for  updating  the  eligibility  lists 
involved  the  following  steps: 

1.  Between  five  and  ten  days  prior  to  the  end 
of  each  month,  the  project  manager  at  Blue 
Cross  asked  each  county  office  to  report 
additions  and  deletions  to  the  master  list 
of  those  eligible  for  Medicaid  drug  benefits 
for  the  following  month;  the  pharmacy 
designated  by  each  addition;  and,  in  the 
case  of  ADC  recipients,  the  names  of  all 
the  members  of  the  family. 

2.  The  project  manager  aggregated  the  names 
by  aid  category  for  each  pharmacy.  He 
then  calculated  the  next  month's  capitation 
payments  by  multiplying  the  number  of 
eligible  recipients  in  each  category  by  the 
established  capitation  rates  for  that  cate- 
gory and  county  (or  pharmacy  group),  and 
then  subtracting  ten  percent,  which  was 
withheld  and  placed  in  the  escrow  account. 

3.  At  the  first  of  each  month,  each  pharmacy 
was  sent  its  updated  eligibility  list  and  a 
check  for  its  net  capitation  payment. 

4.  Copies  of  eligibility  lists  for  all  pharmacies 
in  each  county  were  mailed  to  the  appro- 
priate county  social  services  office  to  keep 
those  lists  current. 

Each  month  the  project  manager  also  checked 
the  eligibility  of  those  listed  on  the  completed 
profile  sheets  sent  in  by  pharmacies  for  the  per- 
sons for  whom  services  were  provided.  If  a  name 
on  a  profile  did  not  appear  on  a  current  eligi- 
bility list,  he  would  call  the  State  or  county 
social  services  office  to  verify  the  patient's  eligi- 
bility. If  the  patient  was  ineligible  for  Medicaid, 
the  pharmacy  would  be  notified  capitation  pay- 
ment would  not  be  made  for  services  to  that 
patient. 

While  the  project  was  in  operation,  the  county 
offices  obtained  pharmacy  designations  from  new 
eligibles  at  the  time  of  their  application,  either 
by  simply  asking  them,  or  by  having  them  com- 
plete and  return  the  form  letter.  The  form  letter 
was  mailed  to  already-eligibles  who  had  trans- 
ferred from  another  county.  One  county  office 
director   observed   that   some   problems  were 
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created  for  the  project  by  transferred  clients  who 
did  not  return  their  pharmacy  designations  in 
time  to  appear  on  the  next  month's  eligibility 
list. 

The  county  directors  pinpointed  the  remedi- 
able problems  in  their  office  internal  operations 
which  led  to  errors  on  the  eligibility  lists.  Some 
of  the  "income  maintenance  workers,"  the  case 
workers  who  have  the  most  direct  contact  with 
clients  and  are  primarily  responsible  for  collect- 
ing and  reporting  eligibility  information,  ap- 
parently did  not  fully  appreciate  the  informa- 
tional demands  of  the  project.  One  worker,  in 
charge  of  updating  the  lists,  recalled  that  the 
four  case  workers  in  her  office  received  an  ex- 
planation about  the  project  at  the  beginning 
and  were  reminded  from  time  to  time  about  the 
needs  of  the  project.  But  they  sometimes  failed 
to  make  the  necessary  reports  because  "they  were 
busy,  and  it  was  easy  for  them  to  forget  to  report 
additions  and  cancellations." 

The  director  of  the  other  county  office  said 
that  while  problems  in  communications  among 
staff  led  to  occasional  slipups  in  list  updating, 
"such  problems  will  be  magnified  in  a  larger 
agency  where  there  is  more  turnover,  a  less  ex- 
perienced staff,  and  where  a  more  regimented 
system  may  need  to  be  developed." 

When  patients  came  to  a  pharmacy  and  said 
they  had  designated  it,  but  their  names  did  not 
appear  on  the  pharmacy's  list,  the  pharmacists 
generally  responded  by  phoning  (or  having  their 
clerks  phone)  the  county  office  to  obtain  con- 
firmation of  the  patient's  claim.  The  pharmacists 
would  then  usually  fill  the  prescription  after 
being  assured  that  the  patient's  name  would  ap- 
pear on  the  following  month's  list. 

Most  of  the  pharmacists— primarily  those  in 
the  county  served  by  the  better  organized  office- 
reported  that  they  encountered  no  problems 
when  they  called  the  office  for  designation  con- 
firmation. But  several  complained  of  difficulties 
in  reaching  any  staffperson  who  could  furnish 
the  desired  information.  After  repeated  delays 
of  more  than  a  month  in  the  appearance  on 
their  lists  of  the  names  of  served  patients,  two 
pharmacists  refused  to  fill  any  non-emergency 
prescriptions  unless  the  patient's  name  was  on 
their  lists. 

Staff  at  both  county  offices  observed  that  hard- 
ships were  created  for  clients  by  the  "one  or 


two"  pharmacists  who  would  not  take  the  word 
of  the  county  worker  as  to  client  eligibility  and 
who  would  not  fill  prescriptions  for  clients 
whose  names  were  not  on  their  lists. 

Lock-in  Problems 

Enforcement  of  the  lock-in  posed  problems  for 
both  the  pharmacists  and  the  county  offices. 
When  interviewed,  each  pharmacist  reported 
having  at  least  a  few  patients  come  in  for  serv- 
ices each  month  whose  names  were  not  on  their 
list  and  who  admitted  to  having  designated  some 
other  pharmacy.  The  most  common  response  by 
the  pharmacists  in  this  situation  was  the  one 
expected:  to  refuse  to  fill  the  prescription,  in- 
form the  patient  of  the  need  to  get  it  filled  at 
the  designated  pharmacy,  and  explain  the  pro- 
cedure to  follow  in  arranging  for  a  switch.  But, 
as  reported  elsewhere,5  the  pharmacists  differed 
widely  in  their  expressed  willingness  to  enforce 
the  lock-in  this  way.  There  is  clearly  a  need  for 
more  specific  policy  regarding  the  circumstances 
under  which  prescriptions  should  be  filled  for 
lock-in  violators. 

Several  pharmacists  said  many  patients,  par- 
ticularly elderly  ones,  did  not  understand  the 
lock-in  requirement  or  did  not  realize  it  was  a 
feature  of  the  program.  Thus,  pharmacists,  as 
well  as  county  social  services  staff,  had  to  edu- 
cate eligibles.  One  county  staffer  said  that  some- 
times Medicaid  eligibles  would  forget  which 
pharmacy  they  were  signed  up  with  and  would 
call  the  office  to  be  reminded. 

Medicaid  eligibles  under  the  project  were  free 
to  change  their  designation  from  one  pharmacy 
to  another,  but  they  were  to  notify  the  county 
office  of  this  and  to  refrain  from  using  the  new 
pharmacy  until  the  first  day  of  the  month  fol- 
lowing such  notification.  The  burden  of  this  in- 
struction also  often  fell  on  the  pharmacists.  In 
the  form  letters  sent  eligibles  requesting  desig- 
nation of  a  pharmacy,  there  was  no  mention  of 
the  opportunity  to  change  designations.  Also, 
when  the  project  came  to  an  end,  nothing  was 
done  in  a  systematic  way  to  inform  the  Medicaid 
eligibles  in  the  experimental  counties  that  they 
were  no  longer  bound  by  the  lock-in. 

Thus,  another  task  for  the  county  offices  was 
the  processing  of  requests  for  changes  in  desig- 
nated  pharmacies.   One   county  director  said 
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there  were  fewer  than  six  such  requests  per 
month,  and  both  directors  reported  that  han- 
dling them  was  not  a  particularly  big  adminis- 
trative challenge.  The  only  problem  occurred 
when  a  request  for  a  switch  was  called  in  toward 
the  end  of  the  month,  after  the  office  had  already 
sent  its  updates  to  Blue  Cross.  The  late  clients 
would  be  told  they  would  have  to  wait  until  the 
first  day  of  the  second  month  before  they  could 
obtain  drugs  from  the  new  pharmacies,  and  this 
might  mean  a  delay  of  up  to  five  or  six  weeks. 
Few  complaints  were  heard  from  clients  who 
were  told  they  would  have  to  wait,  but  some 
went  ahead  and  sought  services  from  new  phar- 
macies before  their  requests  were  processed  and 
the  capitation  payments  redirected. 

Movement  among  pharmacies  was  almost  non- 
existent among  the  elderly  patients  in  the  SSI 
and  ICF  aid  categories.  The  greatest  frequency 
of  unauthorized  lock-in  changes  occurred  in  the 
ADC  population  of  Marion  County.  Part  of  the 
problem  was  due  to  people  living  midway  be- 
tween the  county  seat  of  Knoxville,  where  they 
did  some  of  their  shopping,  and  the  town  of 
Oskaloosa  in  the  neighboring  county,  where  a 
major  medical  clinic  is  located. 

A  larger  part  of  the  problem  is  attributable  to 
the  fact  that  one  of  the  capitated  pharmacies 
located  in  Knoxville  serves  a  combination  of 
hospital  and  clinic.  Patients  who  received  pre- 
scriptions after  using  the  complex  for  outpatient 
emergency  services  often  took  their  new  pre- 
scriptions to  that  pharmacy,  although  they  may 
have  designated  one  of  the  other  two  pharmacies 
in  the  community.  Some  patients  took  advantage 
of  the  around-the-clock  hours  of  this  clinic  phar- 
macy to  obtain  drugs  there  in  "emergencies", 
when  their  normal  sources  were  closed.  The 
manager  of  this  pharmacy,  who  as  a  salaried  em- 
ployee, understandably  expressed  little  interest 
in  the  opportunities  for  financial  reward  under 
capitation,  said  the  pharmacists  at  his  facility 
made  a  practice  of  filling  the  prescriptions  of  all 
Medicaid  patients  and  simply  absorbing  the  costs 
for  those  not  on  their  list.  He  said  this  practice 
resulted  in  no  significant  financial  drain  for  his 
pharmacy.  The  practice  created  no  problems  for 
the  experiment,  but  an  extensive  capitation  plan 
will  eventually  have  to  develop  some  guidelines 
for  meeting  the  emergency  needs  of  patients 
when  their  designated  pharmacist  cannot  be 
reached,  and  for  dealing  with  patients  referred 


to  out-of-area  tertiary  care  centers  where  medi- 
cations are  prescribed  and  obtained. 

In  an  effort  to  reduce  problems  in  enforcement 
of  the  lock-in,  the  Department  of  Social  Services 
considered  printing  the  name  of  the  designated 
pharmacy  on  the  recipient's  monthly  Medicaid 
identification  card.  It  was  hoped  that  this  would 
serve  as  a  reminder  to  the  patient,  and  as  an 
aid  to  the  prepaid  pharmacists  in  identifying 
patients  who  changed  pharmacies  without  noti- 
fication. This  was  never  implemented  because  of 
the  short  duration  and  limited  scope  of  the  proj- 
ect. However,  it  would  not  have  relieved  one 
commonplace  form  of  lock-in  violation:  when 
the  teenaged  children  in  ADC  families  wanted 
to  use  a  pharmacy  other  than  that  designated 
by  the  parent.  Each  ADC  family  was  allowed 
only  one  designation  and  was  given  only  one 
Medicaid  card. 

Eligibility  Checks 

The  DSS  currently  has  a  unit  which  pe- 
riodically checks  samples  of  Medicaid  recipients' 
names  to  assess  the  accuracy  of  the  rolls.  But  a 
capitation  system  will  not  function  smoothly  un- 
less a  more  efficient  mechanism  is  developed  for 
keeping  track  of  changes  in  eligibility  status,  and 
for  promptly  disseminating  this  information  to 
all  concerned  parties:  the  DSS,  the  local  social 
services  offices,  Blue  Cross,  the  pharmacies,  and 
the  patient. 

Lags  in  the  removal  of  names  of  clients  no 
longer  eligible  occurred  when  clients  were  can- 
celled from  the  Medicaid  program  after  the 
twentieth  day  of  the  month  and  thus  after  up- 
dated lists  were  compiled. 

Another  potentially  major  reason  for  errors 
in  lists  of  eligibles  was  due  to  the  fact  that  the 
State  shared  responsibility  with  the  Social  Se- 
curity Administration  office  in  Des  Moines  for 
eligibility  determination  for  one  of  the  three 
covered  aid  categories,  Supplemental  Security 
Income.  SSA  could  not  alway  make  prompt  cer- 
tification of  permanent  eligibility  for  certain 
individuals— it  might  be  waiting,  for  example,  for 
medical  certification  in  the  case  of  a  disabled 
person.  There  were  sometimes  lags  of  two  or 
three  months  before  the  SSA  notified  a  county 
social  service  office  that  an  SSI  client  was  no 
longer  eligible.  This  would  result  in  overpay- 
ments to  a  capitated  pharmacy. 
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On  the  other  hand,  a  person  might  end  up 
being  covered  for  SSI  benefits  retroactively  for 
several  months.  The  project  manager  admitted 
that  he  did  not  know  how  to  deal  with  this 
problem.  He  considered  including  such  individ- 
uals for  retroactive  capitation  payments  when  it 
was  learned  that  they  were  approved  for  cover- 
age. But,  as  he  put  it,  "That  procedure  threat- 
ened to  be  so  burdensome  that  I  stayed  away 
from  it." 

Retroactive  eligibility  is  also  possible  under 
the  Aid  to  Dependent  Children  program,  and 
this  added  to  the  problems  for  the  project.  If  a 
family  head  is  approved  for  ADC  benefits,  eligi- 
bility for  medical  benefits  can  go  back  to  the  first 
of  the  month  preceding  the  month  in  which  the 
application  is  made.  The  problems  for  a  capita- 
tion system  are  intensified  by  the  many  persons 
who  apply  and  are  enrolled  for  ADC  benefits  in 
time  of  medical  calamity— indeed,  they  often 
become  eligible  because  they  have  immediate 
need  for  medical  services.  A  major  source  of  un- 
compensated costs  for  the  capitated  pharmacists 
was  newly  enrolled  ADC  recipients  whose  names 
had  not  yet  appeared  on  anyone's  list.  According 
to  the  president  of  Blue  Cross,  however,  retro- 
active adjustments  in  these  cases,  which  would 
apply  to  only  a  small  fraction  of  the  eligibles, 
would  not  be  a  major  problem  for  a  Statewide 
capitation  program. 

Asked  to  assess  the  ongoing  liaison  they  had 
with  the  State  department  during  the  pilot  proj- 
ect, the  directors  of  both  county  offices  cited  lack 
of  State  level  direction  and  responsiveness.  Both 
directors  said  the  project  manager  and  Blue 
Cross  were  responsive  to  their  problems  and 
questions.  Both  directors  also  felt  that  they  had 
a  sufficient  grasp  of  the  theory  behind  the 
project,  but  admitted  that  they  were  not  passing 
on  the  explanations  to  the  workers  of  their  offices 
who  were  most  involved  with  the  project  on  a 
day-to-day  basis. 

An  associate  district  administrator  made  regu- 
lar visits  to  the  county  offices  and  was  available 
to  convey  complaints  to  the  State  level.  But  he 
had  begun  in  this  position  shortly  after  the 
project  began,  was  not  sufficiently  informed 
about  it,  and  could  not  answer  the  questions  of 
the  county  workers.  One  county  director  elab- 
orated: "We  were  told  that  the  pilot  project 
would  be  only  a  one  year  program.  I  was  getting 


no  feedback.  After  about  16  months,  I  finally 
wrote  to  the  State  level  to  ask  what  was  hap- 
pening, and  then  I  was  told  about  the  extension. 
If  I  had  not  asked,  I  would  not  have  learned 
that  the  project  was  running  a  second  year."  This 
official  added  that  the  problem  was  symptomatic 
of  a  more  general  lack  of  communications,  and 
suggested  that  "midway  through  the  project,  say 
after  six  months,  it  would  have  been  nice  if  we 
were  asked  what  problems  we  were  seeing.  No- 
body asked  for  our  input.  I  felt  we  were  doing 
all  the  work  and  no  one  was  interested  in  the 
problems  we  were  facing." 

The  director  of  the  other  office  also  said  it 
would  have  been  nice  to  have  gotten  "some  idea 
about  how  much  money  the  program  was  saving. 
This  would  have  provided  more  motivation." 

One  lesson  that  emerges  is  the  need  to  solicit 
more  input  from  the  county  offices  before  and 
during  such  an  experiment,  and  to  provide  more 
information  and  tangible  evidence  of  the  results 
of  the  effort  to  the  county  level  workers. 

The  Evolution  of  the  Capitation  Rates 

The  ups  and  downs  of  the  capitation  rates, 
and  other  financial  arrangements  made  with  the 
pharmacists  during  the  project,  was  not  deter- 
mined by  well-thought-out  formulas  or  con- 
sistently applied  methodologies.  They  repre- 
sented instead  the  results  of  trial-and-error  grop- 
ing. There  was  a  succession  of  well  meaning,  but 
often  questionable  policy  decisions  made  in  the 
face  of  considerable  uncertainty,  and  with  con- 
cessions aimed  at  obtaining  and  retaining  phar- 
macists' cooperation.  Certain  factors  in  the  cal- 
culations were  simply  carryovers— with  their  at- 
tendant inequities— from  the  fee-for-service  sys- 
tem. 

According  to  the  terms  of  the  contract  with 
the  Iowa  Department  of  Social  Services,  each 
pharmacy  owner  agreed  to  provide  all  the  neces- 
sary pharmaceutical  services  needed  by  all  the 
Medicaid  patients  who  had  designated  that 
pharmacy  as  their  sole  source  of  services  for  the 
month.  The  pharmacist  agreed  to  receive  in  pay- 
ment a  specified  amount  per  month  for  each 
eligible  on  his  or  her  list.  The  capitation  rate 
varied  according  to  the  aid  category  of  the  eligi- 
ble: Aid  to  Dependent  Children  (ADC) ,  Sup- 
plemental Security  Income  (SSI),  and  Interme- 
diate Care  Facilities  (ICF).  A  table  listing  the 
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final  capitation  rates  for  the  first  five  quarters  of  The  initial  capitation  rates  were  reached 
the  experiment  appears  in  Figure  2.  through  the  following  steps: 


FIGURE  2:  Final  Capitation  Rates,  by  Aid  Category,  Quarter,  and  Pharmacy  Group 
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1.  Analyses  were  made  of  historical  data  on 
eligible  recipients  for  the  two  experimental 
counties,  and  on  Medicaid  payments  to  the 
13  participating  pharmacies,  for  a  12- 
month  period  (December  1974  through 
November  1975) ,  to  calculate  average 
monthly  drug  costs  for  each  eligible  re- 
cipient, by  aid  category  and  by  county.15 

2.  Extrapolations  from  these  averages  were 
made,  incorporating  increases  of  approxi- 
mately seven  percent  for  each  of  the  first 
four  quarters  to  reflect  expected  increases 
in  drug  costs  for  the  pharmacists. 

3.  Ninety  percent  of  each  of  these  quarterly 
figures  were  taken  as  the  monthly  rates  to 
be  paid  to  the  pharmacies.  The  remaining 
ten  percent  was  withheld  and  placed  in  an 
escrow  account. 

This  reserve  fund  was  established  as  a  source 
for  supplementary  payments  to  pharmacists  in 
the  event  that  unusually  high  drug  use  patterns, 
such  as  those  resulting  from  an  unanticipated 
epidemic,  developed.  An  event  of  this  type  would 
make  the  capitation  rate  inadequate  to  cover 
the  increased  costs  to  the  pharmacists.  The 
escrow  account  was  also  to  cover  those  phar- 
macies where  costs  exceeded  estimations,  and 
total  monthly  capitation  payments  fell  short  of 
what  could  have  been  received  under  the  fee- 
for-service  system  which  was  in  effect  in  the  rest 
of  the  State. 

Since  pharmacists  were  not  placed  at  financial 
risk,  being  guaranteed  they  would  receive  no 
less  remuneration  under  the  capitation  experi- 
ment, the  funds  in  escrow  were  to  be  drawn  upon 
to  make  up  any  differences. 

Half  the  funds  remaining  in  the  escrow  ac- 


count at  the  end  of  the  project  were  to  be  kept 
by  the  State;  the  other  half  were  to  be  shared  by 
the  pharmacists  who  succeeded  in  keeping  their 
costs  at  or  below  their  total  monthly  payments. 
Thus,  pharmacists  might  realize  a  profit  over 
and  above  the  profit  possible  under  the  fee-for- 
service  mechanism.  This  additional  profit  could 
come  at  two  points:  in  each  month  during  the 
experiment  that  pharmacists  served  their  Medi- 
caid patients  at  a  total  cost  less  than  the  total 
capitation  payment;  and  at  the  end  of  the  ex- 
periment, when  pharmacists  were  allocated  a 
portion  of  the  funds  in  escrow,  if  they  had  not 
already  received  their  share  in  the  form  of  sup- 
plementary payments,  and  if  any  funds  remained 
in  the  account  after  all  supplemental  payments 
were  made  to  the  other  pharmacists. 

The  possibility  existed  of  a  pharmacist  docu- 
menting (by  means  of  drug  profile  records)  costs 
that  exceeded  both  the  capitation  payments  and 
the  ten  percent  that  was  withheld.  If  enough 
such  excessive  costs  were  run  up  by  enough 
pharmacists,  the  necessary  supplementary  pay- 
ments would  exhaust  the  pooled  escrow  funds 
and  leave  none  available  as  a  reward  for  the 
more  efficient  pharmacists.  As  it  turned  out,  no 
pharmacists  in  the  experiment  needed  supple- 
ments that  exceeded  their  individual  ten  percent 
in  reserve.  But,  because  of  uncertainty  as  to 
whether  escrow  funds  would  be  available  as  a 
reward,  the  possibility  of  end  of  the  project 
sharing  was  not  emphasized  in  presentations  to 
pharmacists. 

The  appeals  of  advance  payment  and  relief 
from  the  claims-filing  burden  overrode  all  other 
concerns.  After  the  experiment,  but  before  the 
money  remaining  in  the  escrow  account  was  dis- 
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tributed,  many  of  the  pharmacists  said  they  were 
unaware  of  or  had  only  the  vaguest  recollection 
of  the  possibility  of  the  distribution.  This  fea- 
ture, then,  did  not  serve  as  the  incentive  that  it 
might  have  were  it  more  forcefully  explained. 

It  was  originally  planned  that  the  escrow  ac- 
count would  not  be  drawn  upon  until  the  end 
of  the  year.  But,  because  of  the  concern  ex- 
pressed by  the  pharmacists  over  the  prospect  of 
falling  into  arrears  even  in  the  short  run,  the 
project  manager  informally  agreed  to  send  make- 
up payments  whenever  total  capitation  payments 
fell  five  percent  or  $100  behind  what  a  pharmacy 
would  normally  get  under  fee-for-service. 

Another  change  concerned  the  terms  for  dis- 
tributing to  the  pharmacists  their  half  of  the 
funds  remaining  in  escrow  at  the  end  of  the  ex- 
periment. According  to  the  contract,  each  phar- 
macy was  to  receive  a  pro  rata  share  of  half  the 
money  remaining  "in  the  event  it  can  be  dem- 
onstrated that  pharmacist's  efforts  in  drug  use 
control  result  in  reduction  in  utilization  and 
attendant  costs."  It  was  originally  contemplated 
that  the  pharmacists'  total  share  would  be  dis- 
tributed according  to  some  measure  of  the  degree 
to  which  each  initiated  and  documented  certain 
cost  saving  measures,  principally  generic  sub- 
stitution. This  was  abandoned  in  favor  of  simply 
returning  to  each  pharmacy  owner  the  remainder 
of  his  or  her  ten  percent  which  had  been  with- 
held. The  plan  was  abandoned  for  at  least  three 
reasons:  (1)  to  avoid  penalizing  those  pharma- 
cists dealing  with  physicians  unwilling  to  allow 
much  generic  substitution;  (2)  to  avoid  pe- 
nalizing those  pharmacists  who  failed  to  indicate 
in  their  records  the  substitutions  they  made  on 
phoned-in  prescriptions;  and  (3)  to  simplify  the 
administration  of  the  distribution.  The  possi- 
bility of  receiving  this  amount  as  clear  profit 
could  still  be  an  important  dimension  of  the  new 
financial  incentives  created  by  a  capitation 
scheme. 

Adjusting  Rates 

There  were  two  possible  ways,  then,  for  cor- 
rections to  be  made  if  pharmacists'  capitation 
payments  were  running  behind  what  they  re- 
ceived under  fee-for-service:  supplementary  pay- 
ments could  be  paid  out  of  the  escrow  to  make 
up  the  difference,  and  adjustments  could  be 


made  in  the  capitation  rates  for  one  or  more  aid 
categories.  Both  of  these  methods  were  used  in 
the  pilot  project. 

The  capitation  rate  setting  involves  difficult 
questions  of  judgment.  Even  when  pharmacists 
are  guaranteed  no  risk  of  financial  loss,  the  State 
has  an  interest  in  cutting  back  capitation  rates 
to  reflect  the  pharmacists'  savings  resulting  from 
both  induced  changes  in  dispensing  patterns, 
and  reductions  in  the  administrative  costs  of  sub- 
mitting claims.  If  the  capitation  rates  are  cut  too 
much,  however,  most  pharmacists  may  still  come 
out  ahead,  but  large  proportions  may  be  forced 
into  applying  for  supplemental  payments.  Proc- 
essing these  applications  will  entail  administra- 
tive costs  for  both  pharmacist  and  reimbursor, 
and  these  costs  to  the  State  may  outweigh  what- 
ever savings  are  obtained  from  reducing  rates. 
There  is  also  the  risk  of  completely  consuming 
the  funds  in  escrow,  and  thus  running  into  fi- 
nancial difficulties. 

The  original  capitation  rates  resulted  in  some 
wide  disparities  across  the  two  counties.  Differ- 
ences were  widest  for  the  SSI  and  ADC  cate- 
gories: the  rates  initially  established  for  SSI  and 
ADC  eligibles  for  Dallas  County  pharmacists 
were  only  about  60  percent  of  what  Marion 
County  pharmacists  were  to  get,  although  both 
counties  had  nearly  identical  utilization  patterns 
in  these  two  categories.  In  absolute  terms,  this 
amounted  to  an  average  difference  of  $6.34  per 
SSI  eligible  over  the  first  four  quarters.  On  the 
other  hand,  Dallas  County  pharmacists  were 
scheduled  to  receive  between  $3.10  and  $5.60  per 
month  more  than  Marion  County  pharmacists 
for  each  eligible  in  the  ICF  category.  This  was 
so  despite  the  fact  that  the  ratio  of  persons  re- 
ceiving Medicaid  benefits  to  those  eligible  for 
benefits  was  somewhat  lower  for  ICF  clients  in 
Dallas  County  than  in  Marion  County  (0.35 
versus  0.41) ,  and  the  average  number  of  pre- 
scriptions per  receiving  person  was  slightly  lower 
in  Dallas  County. 

After  the  first  two  quarters,  it  became  evident 
adjustments  were  needed  to  bring  the  rates  more 
in  line  with  what  the  pharmacists  would  have 
received  under  fee-for-service.  The  adjustments 
were  agreed  to  by  obtaining  signed  amendments 
to  the  original  contract.  The  original  and  the 
adjusted  rates  are  shown  in  Figure  3. 


21 


FIGURE  3:  Capitation  Rates 
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The  biggest  changes  yielded  an  equalization  in 
the  rate  for  SSI  eligibles.  During  the  first  year  of 
the  project,  supplementary  payments  were  made 
to  three  pharmacies. 

The  capitation  rates  in  the  fifth  quarter  were 
kept  constant  with  those  of  the  previous  quarter. 
However,  after  considerable  variance  in  utiliza- 
tion and  costs  was  experienced  among  phar- 
macies within  counties,  the  project  manager 
abandoned  countywide  rates.  He  regrouped  the 
pharmacies  into  four  groups  based  on  utilization 
and,  in  October  of  1977,  began  paying  separate 
rates  for  each  aid  category  for  each  group.  The 
rates  were  thus  largely  individualized  by  phar- 
macy—one "group"  contained  only  one  phar- 
macy. For  the  eighth  and  final  quarter  of  the 
project,  the  monthly  SSI  rates  for  the  four 
groups  ranged  from  $10.35  to  $20.70,  and  the 
monthly  ICF  rates  for  the  four  groups  ranged 
from  $21.75  to  $32.35.  This  tailoring  of  rates  to 
pharmacies  would  probably  be  administratively 
unfeasible  in  Statewide  application  of  the  capita- 
tion scheme.  Moreover,  serious  questions  could  be 
raised  about  the  decision  to  base  the  clustering 
on  the  criteria  of  utilization  and  costs.  In  effect, 
this  rewards  pharmacies  for  poor  results  in  terms 
of  the  variables  that  capitation  was  to  try  to 
alter.  A  more  reasonable  criterion  for  grouping 
pharmacies  would  be  some  measure  of  the  drug 
needs  of  the  populations  served.  Commonly  ad- 
vanced as  the  most  convenient  measures  of  need 
are  the  age  and  sex  breakdowns  of  the  eligible 
population. 

Pharmacists  should  not  be  penalized  for  the 
factor  that  most  determines  utilization,  but 
which  they  could  only  marginally  influence:  the 
prescribing  patterns  of  local  physicians.  In  the 
progress  report  after  one  year,  the  project  man- 


ager defended  his  abandonment  of  countywide 
rates  by  giving  these  examples  of  great  variations 
in  physician  prescribing  habits  from  one  com- 
munity to  another  within  the  same  county.  "The 
average  number  of  prescriptions  per  eligible  re- 
cipient per  month  in  Pella  was  0.78.  In  Knox- 
ville  that  figure  was  1.07,  and  in  Pleasantville  it 
was  1.77.  Average  prescriptions  per  month  for 
SSI  recipients  in  the  three  communities  ranged 
from  1.16  per  SSI  recipient  in  Pella,  to  1.59  in 
Pleasantville,  and  2.16  in  Knoxville.  Similarly, 
ICF  recipients  received  an  average  of  2.8  pre- 
scriptions per  month  in  Pella,  while  those  aver- 
ages were  5.4  in  Pleasantville  and  4.2  in  Knox- 
ville." 

In  the  sixth  quarter,  to  reflect  the  cost  ex- 
perience the  pharmacies  were  having,  the  capita- 
tion rates  for  the  ICF  eligibles  were  drastically 
reduced.  For  certain  pharmacies,  the  cut  was 
from  $34  or  $36  per  ICF  eligible  per  month  to 
$21  or  $24.  Some  pharmacies  also  received  small 
increases  in  their  rates  for  other  categories,  but 
this  was  apparently  not  enough  to  offset  losses 
in  the  ICF  category.  The  pharmacies  that  fell 
temporarily  into  arrears  complained  to  the 
project  manager  and  were  sent  supplementary 
checks. 

When  asked  about  their  satisfaction  with  the 
capitation  rates,  a  majority  of  the  pharmacists 
said  they  had  no  complaints.  But  five  owners 
expressed  strong  complaints  about  the  degree  to 
which  the  ICF  rates  were  reduced.  At  least  three 
owners  believed  that  these  cuts  amounted  to  a 
penalty  for  using  generics  and  undertaking  other 
efficiencies.  The  project  manager  contended  in 
rebuttal  that  with  the  supplementary  payments, 
the  pharmacists  who  experienced  temporary 
shortfalls  still  came  out  of  the  experiment  with 
more  profit  than  they  would  have  received  under 
fee-for-service.  Most  dismaying  to  sponsors  of 
the  project  was  the  tendency  of  many  pharma- 
cists to  evaluate  their  financial  fortunes  on  a 
month-to-month  basis,  and  their  failure  to  ap- 
preciate the  averaging  out  effects  of  the  capita- 
tion system  on  their  incomes  over  the  long  run. 

By  the  end  of  the  experiment,  9  of  the  12 
participating  pharmacies  received  supplementary 
payments  out  of  the  escrow  funds.  Four  received 
payments  ranging  from  77  to  84  percent  of  the 
separate  amounts  that  were  withheld  from  each; 
the  other  five  owners  were  reimbursed  from  10 
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to  38  percent.  These  five,  plus  the  four  who  did 
not  dip  into  the  escrow  account  at  all,  received 
as  sheer  profit  most  or  all  of  their  individual 
shares  of  the  withheld  funds  (one  half  of  the 
ten  percent  of  their  gross  capitation  payments). 

Of  the  total  funds  put  in  escrow,  54  percent 
remained  at  the  end  of  the  experimental  period. 
Considering  that  the  amount  placed  in  escrow 
was  ten  percent  of  the  gross  capitation  payments, 
the  university  evaluation  team  made  this  pre- 
liminary observation  about  the  success  of  the 
experiment:  "Assuming  the  capitation  rate  pro- 
jections were  an  accurate  reflection  of  the 
amount  of  funds  which  would  have  been  con- 
sumed under  fee-for-service,  one  could  conclude 
that  total  prescription  drug  costs  under  capita- 
tion were  5.4  percent  less  than  they  would  have 
been  under  the  current  system." 

Information  on  what  the  pharmacists  would 
have  received  under  fee-for-service  was  needed 
for  calculation  of  capitation  rate  adjustments 
and  supplementary  payments.  Also,  Blue  Cross 
needed  prescription  counts  for  billing  the  Medi- 
caid program  for  administrative  costs,  and  for 
making  reports  to  the  DSS  on  drug  use  by  thera- 
peutic category.  To  obtain  this  data,  the  project 
manager  and  a  clerical  assistant  manually  tabu- 
lated data  from  each  of  the  2,400  or  so  prescrip- 
tion entries  on  the  profiles  submitted  each 
month  by  the  pharmacists.  This  analysis  in- 
cluded pricing  each  prescription  based  on  price 
data  used  by  Blue  Cross  in  its  routine  processing 
of  claims  for  the  Medicaid  program.  What  a 
pharmacist  was  paid  when  he  or  she  submitted  a 
fee-for-service  Medicaid  claim  was  any  amount 
charged  up  to  a  maximum  allowance,  consisting 
of  the  average  wholesale  price  (AWP)  for  the 
ingredients,  plus  the  current  fee  for  the  profes- 
sional service  component  ($2.55  in  Iowa) . 

There  are  a  number  of  problems  with  this 
procedure.  The  AWP  does  not  reflect  the  dis- 
counts possible  when  drugs  are  purchased  in 
large  quantities.  AWPs  are  not  available  for 
some  generic  drugs,  including  those  for  which 
the  manufacturer  is  not  known.  (For  much  of 
the  experimental  period,  most  of  the  participat- 
ing pharmacists,  when  they  made  a  generic  sub- 
stitution, recorded  only  that  a  generic  equivalent 
was  substituted  and  did  not  use  a  code  number 
that  would  indicate  the  name  of  the  drug  and 
the  manufacturer.7)  The  fixed  professional  fee  is 


considered  inadequate  by  many  pharmacists. 
They  point  out,  for  example,  that  the  fee  does 
not  compensate  pharmacies  for  higher  costs  for 
such  extra  services  as  extensive  hours  and  free 
delivery. 

The  review  of  the  profiles  by  the  project  man- 
ager thus  involved  a  judgment  on  each  prescrip- 
tion as  to  whether  to  calculate  a  fee  for  each,  or 
to  allow  the  drug  cost  listed  by  the  pharmacist. 
Only  toward  the  end  of  the  experiment  were 
steps  taken  to  begin  transferring  the  profile  data 
onto  magnetic  tap<=s  for  computer  analysis,  and 
developing  a  computer  program  that  could  access 
the  Blue  Cross  Medicaid  drug  pricing  file.  Any 
expansion  of  the  capitation  project  should  con- 
template more  use  of  computers  to  perform  the 
tasks  done  manually  during  the  pilot. 

Major  Lessons 

A  number  of  factors  affecting  the  fortunes  of 
the  pilot  project  were  idiosyncratic,  but  among 
the  more  general  lessons  to  be  learned  from  this 
case  study  are  the  following: 

—  The  likely  receptivity  of  State  and  Federal 
Medicaid  officials  to  a  pharmacy  capitation 
proposal,  provided  assurances  are  made 
that  no  increased  costs  will  be  incurred. 

—  The  possible  interest  of  the  State  in  con- 
trolling withheld  funds  and  in  opposing 
prepayment  of  services. 

—  The  differing  emphases  placed  by  the  vari- 
ous key  audiences  on  the  financial  and  pro- 
fessional advantages  claimed  for  capitation. 

—  The  appeal  to  pharmacists  of  the  advance 
payment  and  reduced  paperwork  features 
of  the  capitation  scheme,  as  well  as  the 
difficulties  in  getting  pharmacists  to  depart 
from  a  fee-for-service  mentality  and  to  com- 
prehend the  capitation  concept  and  the 
changes  in  dispensing  patterns  that  are  re- 
warded by  it. 

—  The  value  of  obtaining  and  invoking  en- 
dorsements from  pharmaceutical  and  medi- 
cal associations. 

—  The  wariness  with  which  providers  acting 
in  concert  must  approach  rate  setting- 
schemes,  in  order  to  avoid  legal  challenges 
on  antitrust  grounds. 
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—  The  likely  resistance  of  organized  medicine 
to  proposals  dealing  with  interprofessional 
relationships  which  are  viewed  as  threat- 
ening physicians'  autonomy,  or  as  making 
large  demands  on  the  time  of  busy  prac- 
titioners. 

—  The  importance  of  reducing  personal  reser- 
vations, on  the  part  of  both  pharmacists 
and  physicians,  to  drug  product  selection 
by  pharmacists,  in  order  for  maximum  cost 
savings  to  be  realized  under  a  capitation 
system. 

—  The  likely  unwillingness  of  most  commu- 
nity pharmacists  to  be  placed  at  financial 
risk  when  they  are  asked  to  participate  in 
a  capitation  plan  for  the  first  time. 

—  The  need  for  a  more  efficient  information 
system  for  identifying  and  communicating 
who  is  eligible  for  Medicaid  benefits. 

—  The  importance  to  a  capitation  system  of 
a  patient  lock-in,  and  accurate  and  timely 
eligibility  lists,  and  the  likely  difficulties 
to  be  faced— by  pharmacists,  plan  admin- 
istrators, and/or  welfare  case  workers— in 
maintaining  valid  lists,  obtaining  phar- 
macy designations,  and  enforcing  the  lock- 
in. 

—  The  need  for  clarification  and  forceful 
communication  of  the  circumstances  under 
which  prepaid  pharmacists  should  fill  pre- 
scriptions for  patients  whose  names  do  not 
appear  on  their  lists  as  eligible  for  their 
services. 

—  The  problems  posed  for  a  capitation 
scheme  by  the  possibilities  for  retroactive 
eligibilty  under  certain  aid  programs. 

—  The  need  to  develop  a  better  methodology 
for  projecting  utilization,  determining 
rates,  and  allocating  withheld  funds,  so  as 
to  maximize  the  potential  effects  of  the 
new  financial  incentives  and  achieve  finan- 
cial gains  for  both  pharmacies  and  the 
State. 

—  The  value,  once  confidence  in  the  capita- 
tion rate  formulas  is  achieved,  of  empha- 
sizing to  capitated  pharmacies  the  possi- 
bility of  sharing  in  withheld  funds. 

Plans  for  the  Future 

The  National  Center  for  Health  Services  Re- 
search has  been  asked  for  a  grant  to  support  a 
much  expanded  test  of  pharmacy  capitation. 


Plans  are  being  made  to  remedy  the  major  prob- 
lems that  surfaced  in  the  pilot  project.  The 
groundwork  is  being  laid  for,  first,  a  year  long 
trial  of  the  capitation  drug  program  in  one  half 
of  the  State  of  Iowa,  including  several  of  the 
metropolitan  areas.  Then,  if  the  results  of  eval- 
uative studies  prove  favorable,  the  Iowa  State 
Department  of  Social  Services  may  decide  to  ex- 
pand the  scheme  to  the  entire  State.  Among  the 
improvements  which  will  be  devised  are  the  fol- 
lowing: 

1.  In  older  to  provide  a  basis  for  more  ra- 
tional and  consistent  setting  of  capitation  rates, 
statistical  methods  will  be  used  to  project  drug 
utilization  patterns.  Capitation  rates  will  be 
based  not  simply  on  individual  pharmacies'  past 
financial  experience,  but  rather  on  formulas 
using  specific  variables— such  as  age,  sex,  and 
health  status— predictive  of  drug  usage  by  Medi- 
caid eligibles.  Rate  setting  models  involving 
multiple  regression  and  time  series  techniques 
will  be  developed  and  tested  for  each  of  several 
categories  of  eligibles.  Although  the  practice  of 
making  supplemental  payments  to  pharmacies 
will  resume,  an  effort  will  be  made  to  implement 
Statewide  capitation  rates. 

2.  Education  design  specialists  will  develop 
and  disseminate  learning  packages  aimed  at  im- 
proving the  pharmacists'  understanding  of  meth- 
ods to  maximize  efficiency  and  profits  under 
capitation.  Each  prepaid  pharmacist  will  be  pro- 
vided with  manuals  identifying  the  advantages 
of  capitation,  describing  procedures  to  be  fol- 
lowed in  implementing  the  program,  and  ex- 
plaining ways  to  reduce  costs  and  improve  the 
quality  of  drug  therapy  which  are  rewarded  by 
capitation.  In  addition,  there  will  be  tests  of  the 
effectiveness  of  various  formats  for  educational 
materials,  such  as  audio  and  video  cassettes  and 
programmed  texts. 

3.  There  will  be  development  and  testing  of 
various  computer  and  manual  prompting  sys- 
tems aimed  at  assisting  the  pharmacist  in  making 
dispensing  decisions  that  will  enhance  the  quality 
and  economy  of  drug  therapy.  Some  pharmacies 
will  be  equipped  with  a  computer  assisted  pre- 
scription evaluation  system  (CAPES)  being  de- 
veloped with  the  assistance  of  the  Norand  Cor- 
poration. Other  pharmacists  will  use  a  color 
coded  labeling  system  which  will  indicate  the 
potential  for  drug  product  substitution. 
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4.  An  information  system  using  multicopy 
forms  will  be  established  which  will  disseminate 
updated  patient  eligibility  rolls  and  lists  of  phar- 
macy choices  to  all  the  involved  parties:  the 
State  Department  of  Social  Services,  Blue  Cross, 
and  the  pharmacies.  More  effort  will  be  made 
to  prepare  the  local  offices  of  Social  Services  for 
their  critical  role  in  the  implementation  of  this 
innovation. 

To  make  possible  the  collection  of  accurate 
data  on  Medicaid  prescriptions,  the  pharmacists 
will  be  asked  to  use  a  special  form,  probably  an 
adaptation  of  the  claim  form  presently  in  use  in 
the  Medicaid  program.  This  single  form  will 
hopefully  serve  the  needs  of  the  pharmacists,  the 
State  agencies,  and  the  University  of  Iowa  re- 
searchers. Data  will  be  collected  on  a  sample 
basis,  analyses  will  be  made  of  all  dimensions  of 
the  program,  and  reports  will  be  submitted  for 
publication. 


John  T.  Cirn  is  an  assistant  professor  in  the  Graduate 
Program  in  Hospital  and  Health  Administration  at  the 
University  of  Iowa.  He  is  a  member  of  the  VI  faculty 
research  team  which  is  conducting  evaluations  of  the  Iowa 
Medicaid  experiment  in  pharmacy  capitation. 


NOTES: 

1.  Letters  of  endorsement  from  physicians  were  consid- 
ered necessary  by  the  research  grants  study  section 
of  the  National  Center  for  Health  Services  Research 
before  it  approved  funding  for  the  evaluation  proposal. 

2.  One  exception  was  a  dispensing  osteopath  located  in 
an  isolated  community  without  a  pharmacist.  He  was 
not  asked  for  his  cooperation,  but  he  was  assured  that 
his  practice  would  not  be  affected  by  the  project.  The 
only  refusal  came  from  a  physician  who  harbored 
strong  antipathy  toward  the  Medicaid  program  and 


Blue  Cross  and  who  served  very  few  Medicaid  patients; 
his  participation  was  not  considered  important  for  the 
project. 

3.  Four  of  these  are  physicians  located  in  or  just  outside 
of  Des  Moines,  which  is  near  one  of  the  experimental 
counties. 

4.  The  form  also  notified  eligibles  that  they  could  have 
designated  a  dispensing  physician  as  their  source  of 
prescription  drugs.  (Under  Iowa  rules,  Medicaid  re- 
cipients may  obtain  drugs  from  a  physician,  if  no 
pharmacy  is  located  in  the  community  where  the 
physician  is  seen.)  During  the  pilot  project,  hardly 
any  eligibles  designated  a  physician,  and  the  project 
manager  said  it  would  have  been  a  matter  of  concern 
if  a  sizeable  number  had. 

A  designation  of  a  pharmacy  was  not  expected  of  most 
nursing  home  patients.  If  the  distribution  system  in  a 
given  nursing  home  required  the  patient  to  accept 
services  from  a  particular  pharmacy  serving  that  in- 
stitution, arrangements  were  made  for  capitation  reim- 
bursement to  that  pharmacy. 

5.  See  John  Cirn,  "Pharmacists'  Views  of  an  Experience 
in  Capitation  Reimbursement  Under  the  Iowa  Medi- 
caid Drug  Program,"  mimeo,  Health  Services  Research 
Center,  University  of  Iowa,  May  1979.  An  abbreviated 
version  will  be  published  in  Contemporary  Pharmacy 
Practice. 

6.  The  project  manager  realized  that  this  paid  claims 
history  was  for  services  to  Medicaid  eligibles  in  addi- 
tion to  just  those  residing  in  the  experimental  counties 
and  thus  for  whom  capitation  payments  were  to  be 
made.  But  he  felt  that  he  was  getting  a  fairly  accurate 
picture  of  the  costs  incurred  by  residents.  He  assumed 
that  the  amount  of  drug  charges  incurred  by  experi- 
mental-county recipients  in  other  counties  would  be 
offset  by  the  amount  of  drug  charges  incurred  by 
other-county  recipients  in  the  experimental  counties. 

7.  For  the  post  project  analysis,  members  of  the  evalua- 
tion team  visited  the  pharmacies,  pulled  out  every 
profile  that  listed  a  generic  substitution,  and  found 
out  directly  from  the  pharmacists  what  drug  was 
dispensed  in  each  instance. 
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CERTIFICATION  OF  RURAL  HEALTH  CLINICS 
UNDER  MEDICARE  AND  MEDICAID 

by  JERRY  ROGERS,  M.P.H.  and  DIANE  MILSTEAD 


Background 

Medical  and  health  problems  of  rural  Amer- 
ica have  long  been  of  concern  to  Congress,  rural 
communities,  rural  health  interest  groups,  health 
professionals,  and  various  Federal  and  State 
agencies.  These  concerns  have  produced  many 
initiatives  to  help  remedy  the  problem  of  pro- 
viding access  to  adequate  health  care  in  rural 
areas.  In  December  1977,  Congress,  concerned 
about  the  availability  of  primary  medical  care  in 
rural  areas,  passed  the  Rural  Health  Clinic 
(RHC)  Services  Act  (Public  Law  95-210). 

The  major  factors  precipitating  the  RHC  Serv- 
ices Act  were  the  lack  of  access  to  primary  medi- 
cal care  and  services  in  some  rural  communities 
and  the  financial  plight  of  facilities  providing 
primary  care  in  rural  areas.  Congress  noted  sev- 
eral reasons  why  emergency  and  primary  care 
services  were  unavailable  on  a  full  time  basis  to 
many  rural  residents.  First,  many  small  commu- 
nities are  unable  to  attract  physicians  for  a  variety 
of  reasons— economic,  personal  (i.e.,  cultural,  ed- 
ucational), and  professional.  Second,  many  com- 
munities able  to  attract  physicians  are  unable 
to  retain  them  either  because  the  physicians  have 
a  large  patient  load  with  little  free  time,  or  the 
community  is  so  sparsely  populated  that  it  can- 
not financially  support  a  full  time  physician. 
Third,  many  communities  rely  on  clinics  staffed 
by  nurse  practitioners  (NPs) 1  and  physician 
assistants  (PAs)2  to  provide  primary  medical  care 
traditionally  performed  by  physicians.  Since  the 
services  of  these  health  care  professionals  were 
not  covered  by  Medicare  or  by  Medicaid  in  some 
States,  beneficiary  access  was  limited.  Beneficiaries 
had  to  pay  for  such  services  out-of-pocket,  if 
able;  if  not,  the  clinics  wrote  the  services  off  as 
bad  debts. 


Not  only  did  the  lack  of  reimbursement  for 
these  services  limit  accessibility  to  HCFA  benefi- 
ciaries, but  it  also  added  to  the  financial  plight 
of  many  clinics.  Many  clinics  were  only  able  to 
continue  operating  with  the  support  of  Federal 
grant  money  from  the  Public  Health  Service; 
these  clinics'  financial  plight  was  further  threat- 
ened by  the  scheduled  expiration  of  some  of 
these  Federal  grants. 

An  additional  source  of  financial  support  was 
needed  to  help  improve  access  to  existing  clinics, 
ease  their  financial  plight,  and  help  stimulate 
development  of  similar  clinics.  Against  this 
backdrop,  Congress  extended  Medicare  and 
Medicaid  coverage  for  RHC  services. 

Major  Points  of  the  Law 

The  major  points  of  the  Rural  Health  Clinic 
Services  Act  impacting  on  Medicare  and  Medi- 
caid, were  that  a  rural  health  clinic  must: 

•  Be  located  in  a  rural  area  (non-urbanized, 
as  defined  by  the  Bureau  of  the  Census)  ; 

•  Be  located  in  an  area  designated  by  the  Sec- 
retary of  Health  and  Human  Services 
(HHS)  as  having  a  shortage  of  personal 
health  services  or  primary  medical  care  staff; 

•  Have  on  its  staff  at  least  one  NP  or  PA  who 
meets  the  training,  education,  and  experi- 
ence requirements  prescribed  by  the  Secre- 
tary of  HHS; 

•  Comply  with  all  applicable  State  and  local 
laws; 

»  Be  under  the  medical  direction  of  a  physi- 
cian, although  a  physician  is  not  required 
to  be  physically  present  at  the  clinic  at  all 
times; 
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•  Be  primarily  engaged  in  providing  out- 
patient primary  medical  care  and  services; 
and 

•  Meet  those  requirements  the  Secretary  finds 
necessary  in  the  interest  of  the  health  and 
safety  of  the  clinic's  patients. 

The  Health  Care  Financing  Administration 
(HCFA)  was  given  primary  responsibility  for 
implementing  the  RHC  Services  Act.  In  de- 
veloping the  regulations  setting  forth  conditions 
for  certifying  clinics  for  participation  in  Medi- 
care and  Medicaid,  HCFA  faced  a  number  of 
challenges. 

•  Developing  the  implementing  regulations 
and  the  certification  process  took  place  un- 
der unusually  severe  time  constraints.  The 
law  was  enacted  on  December  13,  1977,  with 
an  effective  date  of  March  1,  1978,  for  Medi- 
care and  July  1,  1978,  for  Medicaid.  These 
time  frames  meant  that  the  entire  rule- 
making process,  often  an  undertaking  of 
many  months  in  the  Federal  government,  as 
well  as  appropriate  forms  and  procedures 
needed  to  survey  and  certify  clinics  for 
Medicare  and  Medicaid,  had  to  be  de- 
veloped and  completed  in  less  than  three 
months. 

•  In  addition,  these  tasks  had  to  be  accom- 
plished during  the  early  days  of  HCFA,  while 
this  new  agency  was  integrating  the  adminis- 
tration of  the  Medicare  and  Medicaid  pro- 
grams. For  the  purposes  of  certifying  RHCs, 
Medicare  and  Medicaid  activities  had  to  be 
coordinated,  since  the  law  specified  that  a 
clinic  certified  under  Medicare  is  deemed  to 
meet  Medicaid  certification. 

•  Another  factor  involved  was  that  the  regu- 
lations must  be  developed  under  new  De- 
partmental procedures  that  allowed  greater 
public  input.  Therefore,  appropriate  in- 
terest groups  and  professional  organizations 
had  to  be  identified  and  the  time  taken  to 
solicit  and  evaluate  their  input. 

•  Finally,  the  RHC  Services  Act's  implementa- 
tion was  dependent  on  factors  over  which 
HCFA  had  little  or  no  control.  These  in- 
cluded designation  of  shortage  areas  (de- 
termined by  the  Public  Health  Service) , 
State  medical  and  nurse  practice  acts,  laws, 
and  regulations  affecting  the  practice  of 


NPs  and  PAs,  and  acceptance  of  the  pro- 
gram by  residents  and  physicians  in  areas 
which  could  qualify  to  establish  clinics. 

Developing  Standards 

In  developing  conditions  for  certifying  RHCs, 
HCFA  had  to  recognize  the  unique  characteris- 
tics of  RHCs  and  devise  requirements  more 
flexible  and  less  complex  than  those  applicable 
to  hospitals  and  other  large  institutions.  To 
accomplish  this,  HCFA  sought  advice  from  other 
Department  agencies,  professional  associations, 
and  rural  health  interest  groups  familiar  with 
the  organization,  operation,  and  staffing  of  rural 
clinics. 

Meetings  were  held  with  the  American  Nurses 
Association,  the  American  Academy  of  Physi- 
cians' Assistants,  and  the  Health  Resources  Ad- 
ministration of  the  Public  Health  Service  (PHS), 
in  order  to  determine  appropriate  training,  ed- 
ucation, and  experience  requirements  for  staff  in 
certified  RHCs. 

Since  RHCs  had  to  be  in  a  rural  area  defined 
by  the  Bureau  of  the  Census,  that  Bureau  was 
contacted  for  information  and  assistance  in  the 
process  of  determining  rural  areas.  In  addition, 
the  Bureau  supplied  HCFA  with  a  list  of  con- 
tacts and  materials  to  assist  in  this  determination. 

Contacts  were  established  also  with  various 
PHS  Bureaus  to  discuss  the  criteria  and  process 
of  designating  shortage  areas,  and  establishing 
the  role  of  the  Health  Systems  Agencies  (HSAs) . 
Since  a  RHC  applicant  has  to  be  located  in  a 
shortage  area,  the  importance  of  HSAs  taking 
leadership  in  identifying  shortage  areas  for 
formal  designation  became  quickly  apparent. 
These  discussions  led  to  a  joint  letter  being  dis- 
tributed to  the  State  Health  Planning  and  De- 
velopment Agencies  and  HSAs  in  regard  to  their 
role  in  the  RHC  Services  Act. 

Contacts  were  made  with  other  interested 
groups,  such  as  the  Appalachian  Regional  Com- 
mission and  the  National  Rural  Center,  to  get 
their  input  on  the  generic  nature  of  potential 
RHC  applicants  and  the  kinds  of  circumstances 
for  which  RHC  health  and  safety  standards 
would  have  to  be  developed.  Their  input  was 
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sought  not  only  to  be  consistent  with  the  De- 
partment's desire  for  more  public  input,  but  also 
because  their  expertise  and  knowledge  was  cru- 
cial in  developing  the  RHC  requirements,  since 
the  uniqueness  of  the  RHC  program  required 
policies,  procedures,  and  requirements  different 
from  established  HCFA  provider  programs. 

Regulations 

After  this  consultation  process,  the  conditions 
for  certification  for  RHCs  were  published  in 
final  form  in  the  Federal  Register  on  February  8, 
1978.  In  order  to  meet  the  statutory  effective  date 
(March  1,  1978),  the  Secretary  of  HHS  deter- 
mined that  the  Notice  of  Proposed  Rulemaking 
(NPRM)  and  public  comment,  usually  required 
before  issuing  final  regulations,  could  be  waived. 
However,  public  comments  and  recommenda- 
tions were  invited,  and  evaluated,  to  determine 
if  later  revision  would  be  necessary. 

Comments  were  received  from  both  private 
individuals  and  representatives  of  interested  or- 
ganizations, including  States  and  other  Federal 
agencies.  In  response  to  comments,  and  as  a 
result  of  further  research,  several  revisions  were 
made  in  the  certification  regulations.  The  revised 
regulations  were  published  July  1978,  and  have 
not  been  revised  since. 

Several  regulation  sections  were  revised.  Reg- 
ulation definitions  of  February  8,  1978,  were 
changed  to  more  clearly  identify  the  type  of 
formal  education  course  covered  by  the  "grand- 
father" clause.  The  "grandfather"  clause  allows 
a  NP  or  PA  to  meet  regulation  requirements 
based  on  a  combination  of  education  and  experi- 
ence. In  keeping  with  legislative  intent,  staffing 
and  staff  responsibilities  were  revised  to  assure 
substantial  use  of  NPs  and/or  PAs  at  least  60 
percent  of  the  time.  The  requirement  that  clinics 
provide  services  to  persons  of  all  ages  was  de- 
leted. HCFA  made  this  change  to  extend  partici- 
pation in  the  program  to  health  care  facilities 
providing  primary  care  to  specific  age  groups  in 
medically  underserved  areas.  However,  clinics 
must  still  provide  a  broad  range  of  diagnostic 
and  treatment  services  for  a  variety  of  health 
conditions.  (A  clinic  dealing  exclusively  in  fam- 
ily planning  does  not  qualify.)  Several  minor 
changes  were  made  in  other  sections. 


Survey  and  Certification  Implementation 

To  provide  RHC  applicants  the  opportunity 
to  participate  in  Medicare  as  soon  as  possible, 
HCFA  took  action  to  implement  the  certification 
process  prior  to  the  March  1,  1978,  deadline. 
Forms,  instructions,  and  technical  assistance  ma- 
terials were  developed  for  the  survey  and  certifi- 
cation process,  and  distributed  to  the  Regional 
Offices  and  State  agencies.  On  January  11,  1978, 
HCFA  sent  a  letter  to  State  agencies  outlining 
general  provisions  and  requirements  for  RHCs. 
This  was  followed  by  a  more  detailed  letter  on 
February  3,  1978,  which  transmitted  a  package 
of  material  that  included  a  copy  of  draft  regu- 
lations, interim  application  forms,  instructions 
for  distributing  and  processing  applications, 
technical  assistance  documents  on  "rural"  and 
"shortage"  areas,  and  listings  of  potential  RHC 
applicants. 

HCFA  was  able  to  develop  the  listing  of  po- 
tential RHC  applicants  from  lists  of  clinics  fur- 
nished by  various  organizations  involved  with 
rural  health  delivery  programs,  such  as  the  Bu- 
reau of  Community  Health  Services  and  the  Ap- 
palachian Regional  Commission.  This  listing  in- 
cluded the  names  and  addresses  of  all  types  of 
ambulatory  care  facilities,  including  neighbor- 
hood and  community  health  centers,  and  clinics 
located  in  both  urban  and  rural  areas.  Time  did 
not  allow  us  to  cross  check  these  lists;  therefore, 
they  overlapped  and  included  urban  clinics  and 
clinics  not  employing  NPs  or  PAs.  However,  our 
desire  to  provide  needed  information  outweighed 
the  problem,  because  we  wanted  to  reach  as  many 
potential  applicants  possible  in  the  limited  time 
available.  We  wanted  clinics  able  to  do  so,  to 
participate  in  the  program  as  close  to  March  1, 
1978,  as  possible.  Even  if  a  clinic  did  not  qualify 
for  participation,  it  might  have  existing  satellite 
clinics  that  would,  or  might  even  be  interested 
in  establishing  a  clinic  that  would  qualify. 

The  State  agencies,  i.e.,  that  section  of  the 
health  department  of  each  State  responsible  for 
surveying  Medicare  and  Medicaid  providers  and 
suppliers,  took  the  crucial  role  of  notifying  the 
listed  facilities  about  the  RHC  program,  and 
surveying  those  facilities  applying  to  determine  if 
they  meet  the  Federal  conditions  for  certification. 
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Although  RHC  surveys  could  not  begin  until 
final  regulations  were  published  (February  8, 
1978) ,  the  State  survey  agencies  scheduled  RHC 
surveys  as  soon  as  possible,  revising  their  sched- 
ule, if  necessary,  so  potential  clinics  could  be 
quickly  certified.  HCFA  and  PHS  regional  offices 
were  asked  to  coordinate  their  activities  in  order 
to  develop  systems  to  promptly  determine 
whether  applicants  were  located  in  shortage 
areas. 

The  first  in  a  series  of  training  sessions  for 
State  survey  personnel  was  held  February  14, 
1978.  Two  additional  sessions  were  held  in 
February,  three  in  March  and  one  in  May.  HCFA 
central  office  personnel  helped  regional  office  staff 
conduct  this  training  in  six  regions.  The  training 
included  a  review  and  discussion  of  the  certifica- 
tion requirements  and  processes. 

HCFA  also  provided  an  effective  date  of  par- 
ticipation retroactive  to  March  1,  1978,  for  clinics 
that  could  not  be  surveyed  and  certified  until 
after  March  1,  1978.  This  would  allow  participa- 
tion without  penalizing  clinics  for  delays  in  sur- 
veying that  resulted  from  heavy  response,  or  in- 
sufficient State  staff  to  perform  the  additional 
surveys. 

Information  abouf  RHCs  was  also  dissem- 
inated by  various  organizations  and  professional 
associations  in  their  newsletters  and  publications. 
For  example,  the  National  Rural  Center  pro- 
vided substantial  information  about  the  pro- 
gram through  their  Rural  Health  Newsletters. 
This  series  of  newsletters  contained  the  RHC 
Act,  the  certification,  reimbursement,  and  cover- 
age regulations,  a  listing  of  certification  agencies, 
intermediaries  (Medicare  fiscal  agents)  and  re- 
gional office  contacts,  as  well  as  discussions  of 
various  regulatory  provisions. 

To  implement  the  program  for  Medicaid  by 
July  1,  1978,  additional  actions  were  necessary. 
HCFA  asked  States  to  submit  by  September  30, 
1978,  a  Medicaid  plan  amendment  covering  the 
provision  of  RHC  services.  States  were  required 
to  include  RHC  services  in  the  State  plan,  unless 


State  law  explicitly  prohibited  the  practice  of 
NPs  or  PAs.  If  a  State  claimed  a  legal  impedi- 
ment to  providing  RHC  services,  supporting 
statutory  or  regulatory  evidence  had  to  be  sub- 
mitted for  review  by  the  Regional  Attorney. 

RHC  Program  Today 

The  RHC  program  has  created  an  opportunity 
for  facilities  in  rural  shortage  areas  to  be  reim- 
bursed for  services  furnished  by  NPs  and  PAs  to 
Medicare  and  Medicaid  beneficiaries.  This  has 
improved  beneficiaries'  access  to  these  services  in 
underserved  areas,  and  made  available  an  addi- 
tional source  of  funds  to  the  clinics.  Since 
March  1978,  498  facilities  have  been  certified  as 
RHCs.  Nine  States,  the  District  of  Columbia, 
and  American  trust  territories  do  not  have  any 
RHCs.  Twenty-one  States  have  six  or  more  RHCs 
and  20  States  have  one  to  five  RHCs.  Table  1 
shows  the  distribution  of  RHCs  by  State  and 
region;  the  391  total  figure  at  the  bottom  of  this 
table  differs  from  the  previously  cited  498  fa- 
cilities figure  because  a  number  of  facilities  with- 
drew after  being  certified. 

The  cumulative  status  of  RHC  survey  and 
certification  activity  from  the  beginning  of  the 
program  through  June  30,  1980,  is  shown  in 
Table  2.  The  majority  of  the  applications  were 
distributed  in  the  initial  phase  of  implementing 
the  program,  as  reflected  in  the  March  20,  1978, 
figure.  This  figure  reflects  the  attempt  to  reach 
a  wide  range  of  potential  applicants  early.  The 
majority  of  the  completed  applications  were  re- 
ceived by  State  agencies  prior  to  July  12,  1978, 
and  the  number  of  applications  continued  to 
gradually  increase.  After  deducting  preliminarily 
disqualified  applicants  not  meeting  the  staffing 
and  location  requirements  from  the  applications 
received,  the  net  figure  is  the  realistic  universe 
of  potential  RHCs  reached.  The  difference  be- 
tween this  net  figure  and  the  number  of  ap- 
plications approved  represents  applicants  in  vari- 
ous stages  of  the  survey  and  certification  process, 
as  well  as  those  withdrawn. 


TABLE  1:  Participating  Rural  Health  Clinics 
(As  of  June  30,  1980) 


Region  I: 

Connecticut  0 

Maine  13 

Massachusetts  2 

New  Hampshire  3 

Rhode  Island  3 

Vermont  7 

~28 

Region  II: 

New  Jersey  0 

New  York  10 

Puerto  Rico  0 

Virgin  Islands  0 

Region  III: 

Delaware  0 

District  of  Columbia  0 

Maryland  0 

Pennsylvania  12 

Virginia  2 

West  Virginia  15 

~29 

Region  IV: 

Alabama  13 

North  Carolina  52 

South  Carolina  5 

Florida  14 

Georgia  17 

Kentucky  7 

Mississippi  14 

Tennessee  31 

153 

Region  V: 

Illinois  2 

Indiana  1 

Michigan  4 

Minnesota  2 

Ohio  15 

Wisconsin  8 

~32 


Region  VI: 

Arkansas  0 

Louisiana  0 

New  Mexico  22 

Oklahoma  1 

Texas  3 

26 

Region  VII: 

Iowa  10 

Kansas  4 

Missouri  1 

Nebraska  1 

16 

Region  VIII: 

Colorado  4 

Montana  0 

North  Dakota  0 

South  Dakota  16 

Utah  7 

Wyoming  0 

~27 

Region  IX: 

American  Samoa  0 

Arizona  4 

California  35 

Guam  0 

Hawaii  1 

Nevada  2 

Northern  Mariana  Islands  0 

~42 

Region  X: 

Alaska  5 

Idaho  g 

Oregon  3 

Washington  12 


28 


TOTAL:  391  Participating  Rural  Health  Clinics 


31 


TABLE  2:  Status  of  Rural  Health  Clinic  Survey  and  Certification  Activity  (Cumulative  Totals) 


March      July      October  January    March      June     September  December  March  June 
20,1978    12,1978    4,1978     10,1979    31,1979    30,1979    30,1979     31,1979    31,1980  30,1980 


Applications 
distributed 

2,128 

2,568 

2,601 

2,632 

2,658 

2,685 

2,706 

2,725 

2,751 

2,773 

Completed  applica- 
tions received  by 
State  agencies 

326 

825 

916 

961 

993 

1,026 

1,047 

1,081 

1,095 

1,133 

Net  Application 

Potentially 

Qualifying 
(applicants  prelimi- 
narily disqualified  for 
location  or  starling 
deleted) 

304 

499 

565 

598 

628 

639 

657 

688 

S 

700 

738 

Applications  approved 

14 

148 

228 

287 

336 

371 

402 

431 

476 

498 

Withdrawals  after 
approval 

0 

1 

6 

15 

29 

42 

58 

72 

93 

107 

Currently  participating 

14 

147 

222 

272 

307 

329 

344 

359 

383 

391 

Rural  Health  Clinics 


Although  the  number  of  applications  ap- 
proved has  increased  each  reporting  period,  this 
increase  is  diminished  by  the  increase  in  with- 
drawals after  approval.  Thus,  the  number  of 
currently  participating  clinics  has  not  greatly  in- 
creased during  the  last  reporting  periods. 

Table  3  depicts  the  cumulative  figures  for  the 
applications  approved,  withdrawals  after  ap- 
proval, and  currently  participating  clinics. 
Among  reasons  clinics  have  given  for  withdraw- 
ing have  been  loss  of  staff  (NP,  PA,  or  medical 
director)  and  reimbursement  related  problems 
(i.e.,  too  much  paperwork  involved,  not  cost 
effective,  reimbursement  rate  too  low). 

Summary 

This  article  has  reviewed  the  major  activities 
surrounding  the  initial  phase  of  developing  and 
implementing  the  RHC  certification  program 
under  difficult  circumstances.  With  effort  and 
cooperation  from  all  involved,  HCFA  was  able 
to  implement  the  certification  of  RHCs  quickly 


and  fully.  We  continue  to  monitor  situations 
that  impact  on  the  certification  of  RHCs 
(changes  in  legislation,  regulations,  and  State 
practice  acts  pertaining  to  NPs  and  PAs) , 
changes  in  the  process  and  procedures  under 
which  shortage  areas  are  designated,  and  reasons 
for  withdrawals  from  the  program.  This  allows 
us  to  reassess  the  program  and  to  resolve  issues 
preventing  the  certification  of  RHCs. 

The  tasks  involved  in  this  effort  were  many 
and  of  complexity;  however,  we  believe  they  were 
worth  it,  since  access  to  health  services  has  been 
broadened  for  HCFA  beneficiaries. 

A  clinic  interested  in  becoming  certified  as  a 
RHC  in  the  Medicare  and  Medicaid  programs 
should  complete  a  Request  to  Establish  Eligi- 
bility (HCFA  Form  #29)  which  may  be  ob- 
tained from  the  State  certifying  agency  or  HCFA 
Regional  Office.  Once  the  State  agency  deter- 
mines that  the  location  and  staffing  requirements 
are  met,  it  will  survey  the  clinic  to  determine  if 
it  meets  the  conditions  for  certification. 
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For  further  information  concerning  the  RHC 
program  contact  Director,  Division  of  Labora- 
tory and  Ambulatory  Services,  Office  of  Stand- 
ards and  Certification,  Health  Care  Financing 
Administration,  Dogiuood  East  Building,  1849 
Gwynn  Oak  Avenue,  Baltimore,  Maryland  21207. 
The  Director  can  be  reached  by  phone  at  301- 
594-7910  (FTS  934-7910).  For  more  information 
in  HCFA  regions  about  the  Rural  Health  Clinic 
program,  contact  the  chief  of  the  Survey  and 
Certification  Operations  Branch  of  the  Division 
of  Health  Standards  and  Quality  in  the  appro- 
priate regional  office.  See  chart  below  for  Re- 
gional Office  addresses,  etc. 

•  Jerry  Rogers  is  a  Standards  and  Certification  Analyst  in 
the  Health  Standards  and  Quality  Bureau  of  the  Health 
Care  Financing  Administration.  He  received  his  B.S. 
from  the  University  of  Missouri,  Columbia,  and  his 
M.P.H.  in  Health  Systems  Management  and  Hospital 
Administration  from  Tulane  University,  New  Orleans. 


•  Diane  Milstead  is  a  Standards  and  Certification  Analyst 
in  the  Health  Standards  and  Quality  Bureau  of  the 
Health  Care  Financing  Administration.  She  received 
her  B.S.  from  Pennsylvania  State  University. 


NOTES: 

1.  Nurse  practitioner — A  registered  nurse  who  is  directly 
responsible  and  accountable  to  the  consumer,  and  who 
is  prepared  through  a  formal,  organized  educational 
program  to  coordinate  and  deliver  comprehensive  con- 
tinuous personalized  health  care.  (American  Nurses 
Association,  The  Council  of  Primary  Health  Care 
Nurse  Practitioners) 

2.  Physician  assistant — A  health  professional  qualified  by 
academic  and  clinical  training,  who  performs  tasks 
ordinarily  reserved  for  a  physician  and  who  works 
under  the  direction,  supervision  and  responsibility  of 
a  qualified  licensed  physician  to  extend  the  physician's 
capabilities  in  the  diagnostic  and  therapeutic  manage- 
ment of  patients.  (Association  of  Physician  Assistant 
Programs) 


Region 

City 

Chief,  SCOB,  HSQ 

Telephone 

I 

Boston 

JFK  Federal  Bldg 

(617) 

223-3697 

(CT,  ME,  MA, 

Room  1301 

NH,  RI,  VT) 

Boston,  MA  02203 

II 

New  York 

26  Federal  Plaza 

(212) 

264-1121 

(NY,  NJ,  PR,  VI) 

Room  3821 

New  York,  NY  10278 

III 

Philadelphia 

P.O.  Box  8450 

(215) 

596-6849 

(DE,  DC,  MD, 

Philadelphia,  PA  19101 

PA,  VA,  WV) 

IV 

Atlanta 

101  Marietta  Tower 

(404) 

221-2228 

(AL,  FL,  GA, 

Room  502A 

KY,  MS,  NC,  SC,  TN) 

Atlanta,  GA  30323 

V 

Chicago 

175  W.  Jackson  Blvd. 

(312) 

353-8853 

(IL,  IN,  MN, 

Room  941 

MI,  OH,  WI) 

Chicago,  IL  60604 

VI 

Dallas 

1200  Main  Tower  Bldg. 

(214) 

767-6301 

(AR,  LA,  NM, 

23rd  Floor 

OK,  TX) 

Dallas,  TX  75202 

VII 

Kansas  City 

New  Federal  Office  Bldg. 

(816) 

374-6656 

(IA,  KS,  MO,  NE) 

601  East  12th  St. 

Room  275 

Kansas  City,  MO  64106 

VIII 

Denver 

Federal  Office  Bldg. 

(303) 

837-5818 

(CO,  MT,  ND, 

1961  Stout  St. 

SD,  UT,  WY) 

Room  1185 

Denver,  CO  80294 

IX 

San  Francisco 

100  Van  Ness  Ave. 

(415) 

556-5346 

(CA,  AZ,  NV, 

20th  Floor 

HI,  American  Samoa, 

San  Francisco,  CA  94102 

Guam,  Northern 

Mariana  Islands) 

X 

Seattle 

1321  Second  Ave. 

(206) 

399-0511 

(AK,  ID,  OR,  WA) 

Mail  Stop  701 

Seattle,  WA  98101 
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UTILIZATION  MANAGEMENT 

IN  THE  MICHIGAN  MEDICAID  PROGRAM 

by  PATRICE  HIRSCH  FEINSTEIN,  M.B.A.,  and  JOHN  C.  ANDERSON,  Ph.D. 


Introduction 

The  Medicaid  program,  authorized  through 
Title  XIX  of  the  Social  Security  Act,  is  a  State- 
option  medical  assistance  vendor  payment  pro- 
gram. It  finances  the  majority  of  health  services 
provided  to  eligible  low  income  individuals,  and 
is  jointly  funded  by  the  States  and  the  Federal 
government.  The  Federal  government  sets  eligi- 
bility guidelines  and  requirements  concerning 
the  services  which  States  must  offer  through  their 
Medicaid  programs. 

Each  State  makes  its  own  decisions  within 
Federal  guidelines  about  nearly  every  facet  of  its 
program  including:  eligibility  criteria;  services 
to  be  provided;  reimbursement  rates  for  par- 
ticipating providers;  limitations  and  restrictions 
on  certain  benefits;  fraud  and  abuse  detection 
and  prosecution  efforts;  management  reporting; 
cost  containment  mechanisms;  and  resource  allo- 
cations. As  a  result,  Medicaid  describes  some- 
thing a  little  different  in  each  State. 

The  Federal  government  has  provided  some 
technical  assistance  to  the  States  in  select  areas 
of  program  operations.  Project  Integrity,  launched 
in  1976,  assisted  States  in  the  detection,  investi- 
gation, and  prosecution  of  provider  fraud  and/or 
abuse.  Public  Law  95-142  provided  90  percent 
Federal  funding  for  the  operation  of  Medicaid 
Fraud  Control  Units  in  the  States.  The  Medicaid 
Quality  Control  program  enables  States  to  cal- 
culate the  percentage  of  cases  with  eligibility, 
claims  processing  or  third  party  liability  deter- 
mination errors.  These  may  represent  inappro- 
priately spent  Medicaid  funds  and  are  therefore 
of  significant  interest  to  program  officials.  Fed- 
eral funding,  at  increased  rates  has  also  been 
available  since  1972  for  the  design,  development, 
installation  and  operation  of  mechanized  claims 
processing  and  information  retrieval  systems. 


These  Medicaid  Management  Information  Sys- 
tems (MMIS)  are  supposed  to  aid  the  Title  XIX 
State  agency  in  the  administration  of  its  Medi- 
caid program.  Funding  for  MMIS  is  probably 
the  most  tangible  form  of  management  assistance 
made  available  to  the  States.  Another  Federal 
contribution  has  been  the  sponsoring  of  Medi- 
caid program  conferences  and  publication  of 
various  Medicaid  related  journals  and  reports 
through  HCFA's  Medicaid/ Medicare  Manage- 
ment Institute  (M/MMI) .  For  some  States,  these 
initiatives  have  provided  the  impetus  for  them 
to  make  long  range  investments  in  the  manage- 
ment of  their  programs. 

Aside  from  these  Federal  initiatives  and  proj- 
ects and  the  provision  of  technical  assistance  in 
select  program  areas,  States  are  left  to  their  own 
managerial  resources  and  autonomous  decision 
making.  In  addition  to  different  Medicaid  pro- 
grams, owing  to  the  configuration  of  program 
benefits  and  eligibility  requirements,  there  is  also 
considerable  variation  among  States  in  terms  of 
the  fiscal  integrity,  quality  and  cost  effectiveness 
of  their  Medicaid  programs. 

In  part,  this  phenomenon  is  due  to  the  fact 
that  each  Medicaid  program  is  responding  to  the 
needs  of  its  population  and  the  constraints  of 
individual  State  budgets  and  priorities.  As  the 
total  cost  of  Medicaid  approaches  $20  billion  a 
year,  and  the  number  of  Medicaid  recipients  has 
grown  from  5  million  in  1966  to  over  21  million 
in  1979,  it  has  become  increasingly  difficult  for 
States  to  afford  comprehensive,  high  quality 
Medicaid  programs.  The  competition  for  public 
program  dollars  has  heated  up  considerably.  For 
example,  in  Michigan  in  1967,  Medicaid  re- 
quired 5  percent  of  the  State's  budget;  in  1978  it 
accounted  for  12  percent.  Some  States  currently 
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allocate  more  than  15  percent  of  their  budgets 
to  their  Medicaid  program  while  others  spend 
much  less. 

Without  careful  attention,  planning  and  con- 
trol, the  cost  experience  of  the  program  is  not 
likely  to  correct  itself  because:  the  recipient  pop- 
ulation is  glowing;  there  is  inflation  in  the  cost 
of  medical  care;  more  services  are  being  included 
in  most  State  benefit  packages;  and  recipients 
are  utilizing  more  services.  Although  the  Medi- 
caid program  has  enabled  more  individuals  each 
year  to  access  more  services  and  has  helped 
equalize  the  poor  and  nonpoor's  use  of  health 
services,  policymakers  at  the  State  and  Federal 
level  have  become  increasingly  doubtful  of  the 
program's  long  range  financial  ability  to  provide 
mainstream  health  care  benefits  to  many  low  in- 
come individuals.  Furthermore,  the  cost  contain- 
ment mood  on  the  part  of  the  public  appears  to 
have  gained  such  widespread  acceptance  that 
they  and  their  elected  officials  are  demanding 
enhanced  accountability  for  Medicaid  as  well  as 
other  large  publicly  financed  programs. 

In  an  effort  to  respond  to  cost  containment 
pressures  within  the  general  parameters  of  an 
open  ended  Medicaid  program  which  makes 
vendor  payments  to  enrolled  providers  for  ren- 
dered services  to  eligible  individuals,  some  States 
have  begun  restricting  eligibility,  cutting  pay- 
ment rates  to  providers,  or  eliminating  or  limit- 
ing covered  services.  To  most  program  experts, 
these  are  not  the  preferred  methods  of  complying 
with  the  intent  of  bolstering  the  fiscal  stability 
of  the  program.  Instead,  better  contracting,  pru- 
dent buying,  reduction  of  error  rates,  and  ag- 
gressive fighting  against  fraud  and  abuse  are  sug- 
gested. Additional  activities  also  exist  to  better 
manage  Medicaid  programs  in  accordance  with 
the  purpose  of  the  legislation  and  with  an  eye 
to  fiscal  realities.  They  include: 

•  MMIS  installation  and  maximum  utilization 
of  the  information; 

•  provider  relations; 

•  third  party  liability  recovery; 

•  surveillance  and  utilization  review,  includ- 
ing selective  editing;  and 

•  recipient  education. 

These  activities  are  currently  being  employed 
in  the  operation  of  the  Michigan  Medicaid  pro- 
gram. The  remainder  of  this  article  will  present 


the  rationale  and  results  Michigan  has  achieved 
as  a  result  of  utilizing  such  management  mecha- 
nisms. 


Effective  Decision  Making  in  Medicaid 

Medicaid  directors  can  positively  affect  the 
quality  and  cost  experience  of  their  programs 
through  informed  decision  making.  The  process 
of  decision  making  requires  problem  awareness 
and  diagnosis,  solution  development  and  analy- 
sis of  alternatives.  The  decision  maker  must  un- 
derstand the  causes  of  the  problem.  For  instance, 
some  Medicaid  programs  are  plagued  with  low 
provider  participation  rates  which  severely 
exacerbate  the  recipients'  ability  to  access  care. 
Lack  of  provider  participation  is  usually  a  symp- 
tom of  low  reimbursement  rates  and/or  lengthy 
payment  cycles.  Before  decision  makers  can  de- 
velop solutions,  they  must  be  certain  which  prob- 
lem they  are  trying  to  solve;  and  then  develop 
the  framework  in  which  the  solution  must  func- 
tion. Alternative  solutions  range  from  attacking 
the  problem  head-on  with  a  long  range  per- 
spective in  mind,  to  applying  a  temporary  stop- 
gap measure.  In  the  above  example,  one  might 
choose  to  take  the  necessary  steps  to  permanently 
reduce  the  length  of  the  payment  cycle  to  pro- 
viders, in  the  hopes  that  more  providers  would 
elect  to  participate  in  Medicaid.  Alternately,  a 
Medicaid  director  might  elect  to  temporarily 
raise  the  reimbursement  levels  to  attract  pro- 
viders to  the  program  and  then  reduce  rates  at  a 
later  time  to  lower  expenditures  for  provider 
services.  Each  option  has  its  consequences  and 
enlightened  decision  makers  will  weigh  the 
effects  of  all  available  alternatives  against  the 
outcome  they  would  like  to  see  attained.  If  low 
provider  participation  rates  are  particularly  evi- 
dent in  one  area  of  the  State,  this  may  require 
a  different  solution  than  those  mentioned  ear- 
lier. If,  on  the  other  hand,  one  expects  the  Medi- 
caid recipient  population  in  a  given  State  to 
remain  constant  or  perhaps  shrink,  then  access 
to  provider  problems  may  not  require  immediate 
solution.  The  manager  must  possess  a  criterion 
for  decision  making  and,  after  considering  the 
advantages  of  each  alternative  solution,  imple- 
ment the  desired  course  of  action. 

The  Utilization  Management  Philosophy:  To 

make  decisions  in  accordance  with  the  legislative 
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intent  of  Medicaid,  managers  must  be  committed 
to  a  utilization  management  philosophy  and 
must  have  current,  accurate  and  indepth  infor- 
mation and  data.  While  it  is  difficult  to  pin 
down  the  philosophy  of  good  management,  the 
essence  of  "utilization  management"  is  an  atti- 
tude which  incorporates  long  range  planning, 
control,  and  analysis  into  the  decision  making 
process.  A  utilization  management  philosophy 
looks  for  more  effective  management  practices 
to  deliver  the  Medicaid  product— namely,  health 
services  to  the  eligible  population. 

In  the  past,  employing  a  utilization  manage- 
ment philosophy  within  the  Medicaid  program 
was  limited  to  the  analysis  of  expenditures 
within  the  various  program  grant  accounts  (i.e., 
physician  services,  hospital  care,  pharmaceu- 
ticals, physical  therapy  services,  etc.)  ;  and,  the 
reduction  or  elimination  of  certain  "expensive" 
and/or  "non-essential"  optional  services.  The 
goal  was  simply  to  contain  costs  through  con- 
trolling the  utilization  of  services.  In  many  in- 
stances, however,  program  officials  have  found 
that  controlling  utilization  through  across-the- 
board  cuts  in  services  and/or  reductions  of  select 
benefits  does  not  necessarily  lower  the  total  bill 
for  the  Medicaid  program. 

Today,  utilization  management  focuses  on  the 
preservation  and  cost/beneficial  utilization  of  all 
program  inputs.  The  goal  is  wiser  and  more 
accurate  spending  so  that  more  recipients  can 
be  adequately  served  with  existing  program  dol- 
lars. Utilization  management  involves  running 
a  Title  XIX  program  like  a  business.  The  busi- 
ness is  providing  comprehensive  medical  care  to 
a  specific  population  in  a  cost  effective  manner. 
The  business  is  not  one  of  being  a  reservoir  of 
funds  to  be  doled  out  for  health  services.  The 
Medicaid  program  must  be  managed  as  the 
former.  This  requires  an  emphasis  on  efficiency 
and  effectiveness.  This  kind  of  management  in- 
volves an  awareness  of  tradeoffs  and  constraints 
and  a  commitment  to  overall  resource  manage- 
ment. 

Utilization  management  in  the  Medicaid  pro- 
gram involves  the  optimum  employment  of  each 
resource  that  is  a  part  of  the  program— princi- 
pally, labor,  services,  and  dollars.  For  every 
manipulation  to  each  component,  there  is  likely 
to  be  a  tradeoff  in  other  resources.  For  example, 
when  a  State  operates  a  computerized  claims 


processing  system,  one  would  expect  a  reduction 
of  personnel  devoted  to  this  function.  Likewise, 
when  a  certain  service  is  eliminated,  there  is 
often  an  increase  in  total  expenditures  as  pa- 
tients seek  a  more  costly  but  covered  form  of 
treatment.  For  example,  when  various  kinds  of 
outpatient  services  are  eliminated,  there  is  fre- 
quently a  shifting  in  the  site  of  rendered  services 
to  the  inpatient  setting.  Thus,  the  broader  con- 
text of  utilization  management  from  a  business 
perspective  requires  resource  management  as 
well.  Utilization  management  requires  an  aware- 
ness of  short  and  long  run  costs  and  benefits  of 
all  inputs  of  the  program. 

Duplicate  payments  for  services  rendered,  or 
paying  for  services  when  the  patient  has  another 
form  of  insurance  occur  frequently  and  at  great 
expense  to  Medicaid  programs.  For  example, 
paying  for  service  rendered  by  unenrolled  pro 
viders  or  provided  to  ineligible  recipients  repre- 
sent improper  expenditures  of  Medicaid  funds. 
These  kinds  of  expenditures  are  unnecessary  and 
could  be  saved  through  improved  monitoring 
and  control  over  all  aspects  of  the  program.  Run- 
ning a  program  based  on  a  utilization  manage- 
ment philosophy  involves  saving  inappropriately 
spent  funds. 

Utilization  management  is  seemingly  harder 
to  implement  because  it  cannot  be  executed  quite 
as  easily  as  an  across-the-board  action  such  as 
eliminating  a  service  or  lowering  the  reimburse- 
ment amount  to  a  certain  group  of  providers.  In 
addition,  these  kinds  of  actions  attract  more 
press  and  give  the  appearance  that  program  offi- 
cials are  taking  action  to  control  costs. 

At  this  point,  it  should  be  evident  that  pro- 
gram officials  will  require  good  data  to  support 
a  utilization  management  philosophy  in  the  op- 
eration of  their  programs.  Likewise,  without  the 
tools  to  pinpoint  erroneous  or  inappropriately 
expended  funds,  it  is  not  surprising  that  some 
States  make  short  range  manipulations  of  the 
benefit  package  or  eligibility  criteria,  which  un- 
dermines the  intent  of  Medicaid  and  inadver- 
tently jeopardizes  the  long  range  cost  profile  of 
the  program. 

Gradually,  many  program  officials  have  recog- 
nized the  need  for  more  information  to  support 
the  development  of  a  more  effective  management 
practice  based  on  analysis,  planning,  and  control. 
The   results   of   Project    Integrity,  Operation 
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Crackdown,  and  the  Medicaid  Quality  Control 
Program  emphasize  that  management  oppor- 
tunities exist  to  recoup  funds  in  the  claims  proc- 
essing, third  party  liability,  and  fraud  and  abuse 
areas.  Many  officials,  therefore,  have  been  eager 
to  extend  their  management  capability  beyond 
reviews  of  program  expenditures  and  claims,  to 
take  advantage  of  the  kind  of  information  that 
will  permit  actions  and  decisions  to  be  made  re- 
garding the  allocation  of  all  program  resources. 
As  a  result,  many  States  have  made  a  commit- 
ment to  sound  information  systems,  and  have 
thus  made  use  of  Federal  funding  to  install  and 
operate  computerized  claims  processing  systems 
(MMIS)  which  provide  better  information  with 
which  to  monitor  and  control  program  expendi- 
tures. 

Contribution  of  MMIS  to  Effective  Decision 
Making:  Lack  of  accountability  for  services  ren- 
dered and  the  inability  to  accumulate  useful  data 
about  utilization,  together  with  the  absence  of 
measurement  of  program  effectiveness  and  per- 
formance, plagues  some  State  Medicaid  pro- 
grams. The  absence  of  technology  for  quick 
screening,  auditing,  and  claims  processing  pre- 
viously occupied  the  time  of  personnel.  Through 
MMIS,  an  optimum  degree  of  automation  can 
be  achieved. 

Process  oriented  contributions  from  MMIS  in- 
clude the  provision  of  complete  audit  trails  for 
all  transactions;  reduction  of  time  to  pay  pro- 
viders; expansion  of  the  data  base;  and  capability 
of  handling  increased  claims  volume.  MMIS 
further  affords  the  capability  of  reporting  utiliza- 
tion rates  for  subgroups  of  recipient  populations; 
normative  data  for  indices  of  utilization  and 
provider  practices;  provider  profiles  which  sum- 
marize payments  and  rendered  services;  and  re- 
cipient profiles  including  services  received. 

Many  outcome  oriented  achievements  are  pos- 
sible through  utilization  of  MMIS  reports.  When 
third  party  liability  is  determined,  Medicaid 
monies  can  be  saved.  Also,  increased  participa- 
tion of  providers  is  facilitated  by  quick  and 
accurate  payments.  When  providers  participate, 
eligible  patients  have  increased  access  to  care. 
Finally,  overall  program  progress  toward  goals 
can  be  more  easily  monitored  and  accountability 
assigned. 

Thus,  it  is  apparent  that  there  are  many  man- 
agement opportunities  in  the  Medicaid  program. 


They  require  knowledge  on  the  part  of  manage- 
ment to  recognize  problems,  evaluate  their  over- 
all impact  on  the  program,  prioritize  those  in 
need  of  solution  and  develop  the  most  effective 
and  efficient  solutions.  Furthermore,  with  care- 
fully planned  and  implemented  systems,  MMIS 
and  its  output  can  be  the  tool  with  which  to 
effectively  manage  a  given  Medicaid  program. 
MMIS  output  data  allows  managers  to  better 
analyze  the  cost  and  benefits  of  various  program 
options  and  to  more  accurately  plan  and  budget 
for  the  program.  MMIS  facilitates  the  identifica- 
tion of  problem  areas  (e.g.,  delays  in  payment 
to  providers,  overutilization  of  services,  etc.)  and 
promotes  opportunities  for  management  control 
(e.g.,  preventing  erroneous  payments  by  com- 
puter editing;  ensuring  provider  participation  by 
carefully  monitoring  the  claims  suspension  rate; 
reducing  unnecessary  recipient  overutilization 
of  services  through  recipient  education  and/or 
special  authorization  programs,  etc.)  . 

In  short,  with  adequate  information  systems, 
rigorous  data  analysis  and  problem  definition, 
and  a  utilization  management  philosophy,  States 
can  target  limited  resources  to  specific  areas 
wherein  savings  may  be  realized.  The  net  result 
in  terms  of  recouped  and/or  saved  dollars  can 
be  sizeable  and,  can  ensure  that  the  maximum 
number  of  eligible  individuals  have  access  to 
care. 

Michigan:  A  Case  Study 
Ifilization  Management 

Michigan  was  one  of  the  first  States  to  estab- 
lish a  medical  assistance  program.  During  1967, 
its  first  fiscal  year,  less  than  200,000  individuals 
were  determined  eligible  for  program  benefits, 
and  expenditures  totaled  ^.SO^IO.1 

Although  States  were  only  required  to  provide 
the  Federally  mandated  services,  Michigan 
elected  to  include  a  number  of  optional  services, 
for  example:  podiatrist,  chiropractor,  oral  sur- 
geon, dentist,  and  physical  therapy  services  as 
well.  Their  program  also  financed  prosthetic  and 
surgical  appliances  and  equipment  and  pharma- 
ceutical services  during  FY  1967.2  Michigan  fur- 
ther established  itself  as  a  State  with  liberal 
Medicaid  benefits  by  including  the  medically 
needy  in  the  program  early  on,  making  these 
individuals  eligible  for  the  same  benefits  as  the 
categorically  eligible. 
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In  the  early  years,  Michigan  contracted  with 
a  fiscal  agent  for  claims  processing  functions.  At 
the  end  of  each  month,  program  officials  received 
a  bill  from  the  fiscal  agent  which  documented 
the  number  of  invoices  processed;  recipients  of 
services;  providers  who  had  participated;  and 
total  charges  for  services  rendered.  Such  informa- 
tion was  inadequate  for  program  management 
and  long  range  planning  purposes. 

In  December  1969,  the  Michigan  Department 
of  Social  Services  initiated  a  project  to  design 
and  implement  a  revised  Medicaid  management 
program.  The  new  program  included  a  State- 
wide online  client  information  system  which 
would  give  the  means  to  ensure  accurate  and 
timely  claims  processing.  Updating  the  file  of 
eligibles  under  the  former  system  often  required 
several  weeks.  In  the  new  system,  updating  can 
be  accomplished  in  a  few  minutes,  thereby  en- 
suring an  accurate  and  current  file  of  eligibles. 

Although  program  officials  originally  intended 
to  contract  with  a  fiscal  agent  to  enroll  providers 
and  process  claims,  an  extensive  study  and  cost 
analysis  indicated  that  substantial  savings  in  ad- 
ministrative costs  could  be  realized  by  assigning 
the  fiscal  agent  function  to  the  State  of  Michi- 
gan. Program  officials  thought  the  reassignment 
of  claims  processing  functions  would  also  im- 
prove the  program's  relations  with  providers. 
They  felt  the  new  system,  under  internal  man- 
agement, could  reduce  the  time  necessary  to  pay 
providers  and  would  foster  increased  provider 
participation. 

Due  to  the  increased  size  of  the  Medicaid  pro- 
gram, 733,000  eligible  individuals  and  a  $333 
million  budget,3  and  the  capabilities  which  could 
be  achieved  through  automation,  a  claims  proc- 
essing system  with  prepayment  editing  capa- 
bilities was  developed  in  1973.  An  integral  part 
of  this  system  is  the  integration  of  optical  char- 
acter recognition  (OCR)  capability.  OCR  data 
entry  equipment  reads  typed  invoices  onto  a 
magnetic  tape  at  the  rate  of  nearly  2,000  per 
hour  and  facilitates  validation  of  items  such  as 
provider  and  client  eligibility,  procedure  and 
diagnosis  codes  and  reasonableness  of  charges. 
These  systems  provided  much  of  the  develop- 
mental base  for  the  national  MMIS  model. 

As  a  result  of  early  implementation  of  the  two 
systems,  management  was  able  to  achieve  control 
over  the  program  while  affecting  savings  of  at 


least  25  percent  in  administrative  costs  in  one 
year.4  "Measurable  administrative  savings  of  at 
least  $5  million  have  accrued  over  anticipated 
expenses  using  previous  techniques  in  the  first 
year."  5 

Availability  of  services  to  recipients  has  in- 
creased, due  to  decreased  payment  time  to  the 
providers  and  their  subsequent  willingness  to 
participate  in  the  program.  Provider  enrollment 
increased  from  11,000  in  January  of  1973  to  over 
21,000  by  the  end  of  that  year. 

By  the  end  of  1973,  invoices  were  being  re- 
ceived at  the  rate  of  45,000  a  day.  Without  their 
automated  systems,  it  is  unlikely  that  80  percent 
of  all  claims  could  have  been  paid  in  15  days  or 
less,  with  99.5  percent  being  reimbursed  in  less 
than  30  days.6  In  addition,  at  the  rate  of  45,000 
invoices  each  day,  it  is  difficult  to  believe  that 
accurate  or  effective  prepayment  screening  could 
have  occurred  without  the  type  of  automated 
systems  described. 

Program  growth  continued  at  a  rapid  rate. 
Between  FY  1972  and  1973,  the  medically  needy 
population  increased  by  34  percent.7  Services  for 
individuals  with  speech,  hearing,  and  language 
disorders  as  well  as  diagnostic  and  HMO  services 
were  added.  Family  planning  services  were  also 
incorporated. 

As  enrollment  grew  and  services  were  ex- 
panded, the  number  of  claims  needing  process- 
ing increased  as  well.  More  staff  time  was  needed 
to  enroll  and  train  providers,  develop  standard- 
ized claims  forms,  answer  the  myriad  billing 
questions,  respond  to  recipient  requests  for  in- 
formation, and  assist  with  the  processing  of 
nearly  900,000  invoices  per  month.8 

In  an  effort  to  protect  the  integrity  of  the  pro- 
gram, as  well  as  to  contain  program  expenditures 
without  cutting  services,  the  Michigan  Medicaid 
Fiscal  Management  Division  was  created.  During 
1973,  some  83  complete  audits  of  providers  were 
finalized  and  preliminary  work  was  begun  on 
another  77.  One  hundred  and  seventeen  cases  of 
suspected  program  abuse  were  investigated. 
Third  party  liability  activities,  to  recover  Medi- 
caid funds  when  the  client  had  other  resources 
for  medical  expenses,  were  initiated  through 
seminars  at  social  service  county  and  regional 
offices  throughout  the  State.  The  result  of  these 
initial  efforts  was  the  recovery  of  $920,000  in 
Medicaid  monies.9  Recovering  nearly  $1  million 
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from  an  essentially  manual  effort  on  the  part  of 
a  small  staff  encouraged  program  officials  to  ex- 
pand the  capabilities  of  their  automated  systems 
and  strengthen  their  efforts  to  recoup  misspent 
program  funds. 

Another  function  initiated  in  the  early  1970s 
was  postpayment  surveillance  and  investigation. 
Michigan's  automated  invoice  processing  system 
accumulated  the  kind  of  data  necessary  to  iden- 
tify potential  misutilization  of  services.  Summary 
reports  on  those  providers  billing  the  program 
unusually  large  amounts  during  a  given  period, 
as  well  as  the  frequency  a  provider  lenders  a 
service  to  a  given  patient  could  be  generated. 
Staff  in  this  area  sometimes  conducted  onsite  re- 
views of  billings  and  documentation  to  deter- 
mine if  there  had  been  any  abuse  or  defrauding 
of  the  program.  Another  method  employed  by 
program  staff  was  interviewing  recipients  to  de- 
termine if  they,  in  fact,  received  the  services. 
Supported  in  large  part  by  computer  capabilities, 
they  also  completed  profiles  and  analyses  of 
claims  in  cases  of  suspected  overutilization  or 
other  program  abuse  and  developed  case  studies 
which  led  to  refund,  removal  from  program 
participation,  or  criminal  prosecution. 

During  1974,  the  Postpayment  Surveillance 
and  Investigation  Section  of  the  Bureau  of  Medi- 
cal Assistance  finalized  investigation  of  121  cases 
resulting  in  recoveries  of  $1,018,770.  In  addition 
to  recoveries,  an  estimated  $550,000  in  improper 
payments  were  prevented  by  this  Section's  ac- 
tivities.10 Administrative  expense  for  these  ac- 
tivities was  $1  for  every  $5  returned  to  the  pro- 
gram, a  cost/benefit  ratio  which  is  still  realized 
today. 

Seeking  further  control  over  their  program,  a 
decision  was  made  in  1973  to  develop  and  imple- 
ment another  subsystem  of  the  MMIS.  In  1974, 
implementation  of  the  Management  and  Admin- 
istrative Reporting  System  (MARS)  was  begun, 
to  allow  quicker  and  more  accurate  assessment 
of  problem  areas  and  speedier  resolution.  Budget 
reports,  including  trend  analysis  within  each 
provider  group  and  recipient  class,  and  liability 
projections  in  the  third  party  area,  facilitated 
program  planning.  Invoice  processing  perform- 
ance reports  generated  by  MARS  called  prompt 
attention  to  problem  areas  which  in  turn  ex- 
pedited the  preparation  of  nearly  all  invoices— 
this  continued  to  please  providers.  Provider  en- 


rollment rose  eight  percent  during  the  year  to 
23,512.  MARS  reports  also  identified  the  dis- 
tribution of  enrolled  providers,  which  allowed 
Bureau  staff  in  the  provider  relations  area  to 
target  their  efforts  to  encourage  enrollment  in 
areas  lacking  access  to  a  specific  service.  Billing 
problems  specific  to  an  individual  provider  were 
accumulated  by  MARS.  This  permitted  correc- 
tive assistance  and  prevention  of  payment  delays. 

In  1975,  the  Michigan  Medicaid  Program  had 
nearly  24,000  enrolled  providers  and  processed 
29.2  million  claims.11  By  this  time,  the  following 
optional  services  had  been  added  to  their  pro- 
gram: clinic  services;  optometrist  services  includ- 
ing eyeglasses;  care  for  patients  65  or  older  in 
institutions  for  mental  diseases;  and  care  for 
patients  under  21  in  psychiatric  hospitals.  Only 
seven  other  States  offered  as  comprehensive  a 
range  of  services  to  both  the  categorically  and 
medically  needy. 

Expenditures  for  the  738,229  eligible  recipients 
crossed  the  $615  million  mark  in  FY  1975;  how- 
ever, during  the  period  from  1970  to  1975,  the 
relationship  between  dollars  expended  and  re- 
cipients served  remained  constant.  That  is,  ex- 
penditures increased  190  percent  and  so  did  the 
number  of  recipients  served.  When  compared 
with  the  national  increases  in  Medicaid  costs  and 
recipients  during  the  same  period,  Michigan's 
experience  is  that  much  more  impressive.  In 
1970,  national  Medicaid  expenditures  were  $4.9 
billion  on  behalf  of  14.5  million  recipients.  By 
1975,  the  program  cost  $12.1  billion  for  services 
to  21.2  million.  Thus,  although  costs  rose  nearly 
145  percent,  services  were  provided  to  only  45 
percent  more  recipients.  The  fact  that  Michigan 
was  able  to  hold  costs  in  line  while  increasing 
the  number  of  services  provided  and  expanding 
the  number  of  recipients  served  demonstrates 
their  ability  to  effectively  control  the  program. 

Program  administration  had  already  developed 
a  strong  utilization  management  philosophy.  Re- 
sources were  being  directed  at  ensuring  the  fiscal 
integrity  of  the  program  such  as  third  party 
liability  activities,  claims  validation,  and  fraud 
and  abuse  detection  efforts.  Likewise,  Bureau 
policy  called  for  expansion  of  program  benefits 
while  at  the  same  time  trying  to  promote  less 
costly  alternate  sources  of  treatment  for  program 
recipients,  and  in  the  fee-for-service  environ- 
ment, more  appropriate  utilization  of  services. 
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Both  of  these  activities  were  thought  to  save 
program  funds  without  denying  individuals 
access  to  needed  medical  services. 

A  Surveillance  and  Utilization  Review  System 
(SUR)  was  implemented  during  1975  to  aid  the 
postpayment  review  process.  The  new  system, 
akin  to  the  MMIS-SUR  subsystem,  statistically 
determines  those  providers  who  have  exceeded 
normal  utilization  rates  in  specific  areas,  and 
creates  an  exception  report  which  details  possi- 
ble or  potential  abuse.  The  report  is  reviewed  by 
the  program  staff  to  determine  if  a  provider 
audit  is  warranted.  If  a  decision  is  made  to 
audit,  the  computer  assists  the  staff  by  selecting 
a  stratified  random  sample  of  services  to  be  veri- 
fied for  medical  necessity.  This  enables  the  audit 
staff  to  perform  more  audits.  As  a  result,  re- 
covery of  funds  from  providers  is  enhanced  and 
those  providers  who  have  been  audited  may  have 
had  more  incentive  to  appropriately  utilize 
Medicaid  resources. 

One  area  where  inappropriate  expenditure  of 
resources  was  known  to  be  occurring  was  in  the 
third  party  liability  area.  By  1978,  development 
of  an  effective  computer  based  third  party  re- 
source identification  system  was  in  an  advanced 
stage  in  Michigan.  This  system  has  improved  a 
great  deal  since  becoming  operational;  however, 
during  its  first  year  it  recovered  almost  $2.5 
million,  or  $7  for  every  $1  of  administrative 
expenses.12  During  the  current  fiscal  year  (FY 
1980),  its  total  value  in  terms  of  resources  and 
avoidance  of  expenditures  will  exceed  $35  mil- 
lion, at  a  cost  less  than  $1.5  million. 

Post-Certification  MMIS  Experience:  Michi- 
gan's entire  MMIS  was  certified  as  of  January  1, 
1976,  as  being  in  compliance  with  the  then  So- 
cial and  Rehabilitation  Service  requirements, 
although  many  of  the  capabilities  of  MMIS  had 
been  in  operation  for  some  time.  By  this  time, 
many  positive  outcomes  had  already  been  evi- 
denced through  implementation  of  only  some 
MMIS  components.  These  were  improved  pro- 
gram accountability,  greater  provider  participa- 
tion, accurate  and  timely  problem  identification, 
and  increased  recovery  of  program  funds. 

In  addition,  management  was  able  to  utilize 
the  information  in  such  a  way  to  promote  the 
expansion  of  benefits  while  minimizing  total  ad- 
ministrative costs.  Since  their  philosophy  had 
always  been  to  maximize  benefits,  program  man- 


agement was  and  is  continually  looking  for  other 
ways  to  contain  costs  without  cutting  benefits, 
and  MMIS  gave  them  the  means  to  execute  this 
kind  of  program  philosophy. 

Because  the  Michigan  program  had  several 
years  of  quasi-MMIS  experience  under  its  belt 
prior  to  1976,  the  process  of  getting  certified,  and 
therefore  being  eligible  for  the  75  percent  Fed- 
eral match,  was  not  intimidating.  In  fact,  Paul 
Allen,  Chief  Deputy  Director  of  the  Department 
of  Social  Services,  remarked,  "We  didn't  find  cer- 
tification as  traumatic  as  some  might  have, 
inasmuch  as  we  were  accruing  benefits  to  our 
State  operation  of  sufficient  magnitude  that  even 
if  we  didn't  get  the  75  percent  match,  we  were 
making  money  with  what  I  consider  to  be  one 
of  the  finest  management  information  systems  in 
the  country."  13 

Since  1975,  the  rate  of  increase  in  total  Medi- 
caid expenditures  in  Michigan  has  slowed.  From 
FY  1975  through  FY  1978,  expenditures  grew  by 
a  total  of  30  percent,  whereas  in  earlier  years 
there  was  an  average  increase  of  20  percent  per 
year.  During  the  same  three  year  period,  total 
national  Medicaid  expenditures  increased  from 
$12  billion  to  $18.9  billion,  or  by  57.5  percent. 

Recently,  Michigan  has  experienced  the  effects 
of  several  recessions  within  the  hard  hit  auto- 
mobile industry.  As  a  result,  the  Medicaid  eligi- 
bility rolls  have  continued  to  grow  to  nearly 
900,000  for  fiscal  year  1979.  This  has  encouraged 
management  to  further  target  their  efforts  to 
better  spend  program  funds,  and  so  there  have 
been  many  refinements  to  the  MMIS  to  support 
this  more  aggressive  philosophy. 

These  management  efforts  and  system  refine- 
ments are  not  necessarily  "best  practices",  but 
are  indicative  of  the  areas  and  tools  through 
which  management  has  and  can  positively  in- 
fluence the  cost  and  quality  of  a  Medicaid  pro- 
gram. These  practices  facilitate  recoupment  of 
misspent  funds  which  can  be  reallocated  to  the 
provision  of  Medicaid  services. 

Effective  Management  Practices 

MMIS:  Today's  Medicaid  program  in  Michigan 
receives  over  80,000  invoices  each  day.14  More 
than  25,000  enrolled  providers  are  rendering 
services  to  over  900,000  eligible  individuals.15 
Enrolled   providers   include   physicians,  phar- 
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macies,  chiropractors,  podiatrists,  dentists,  long 
term  care  facilities,  ambulance  companies,  in- 
dependent laboratories,  home  health  agencies, 
and  hearing  aid  dealers.  To  efficiently  administer 
this  program,  Michigan  officials  rely  on  their 
information  systems. 

Their  systems  passed  a  recent  test  in  terms  of 
correctly  identifying  aberrant  patterns  of  pro- 
vider billings.  According  to  HCFA's  Office  of 
Program  Integrity,  "through  their  processes, 
Michigan  had  previously  identified,  and  had 
under  review,  all  of  the  physicians  selected  for 
Project  Integrity.  Thus,  in  a  sense,  the  quality 
of  existing  screening  systems  was  confirmed  by 
project  data."  16 

Because  of  the  output  data  from  MMIS, 
Michigan  can  better  monitor  the  performance  of 
their  program  and  then  take  corrective  action  if 
it  is  needed.  For  instance,  they  measure  their 
performance  against  certain  program  operations 
criteria. 

Program  officials  monitor  data  bearing  on  the 
payment  process  (i.e.,  number  of  claims  proc- 
essed, percentage  of  claims  pended,  etc.)  because 
they  know  that  efficient  operation  of  the  Medi- 
caid payment  mechanism  is  critical  to  the  accessi- 
bility of  medical  services  to  the  client  popula- 
tion. Without  prompt  and  accurate  payments  to 
providers,  program  officials  have  found  that  pro- 
vider participation  decreases.  Cost  recovery  per- 
formance mechanism  within  the  program  are 
best  evaluated  by  measuring  both  total  dollars 
recovered  and  the  cost  of  collecting  these  dollars. 
MMIS  allows  them  to  accumulate  performance 
data  about  accessibility  of  services  to  recipients. 
These  measures  include  percent  of  recipients 
utilizing  services;  average  number  of  recipients 
per  provider;  and  average  number  of  service 
units  per  provider. 

This  kind  of  data  accumulation  and  that  de- 
scribed here  later,  together  with  the  subsequent 
analysis  of  the  data,  demonstrates  Michigan's 
commitment  to  achieving  a  cost  effective  opera- 
tion and  a  quality  program.  MMIS  is  the  tool  for 
data  accumulation  and  problem  identification. 
The  program  can  more  easily  be  run  like  a  busi- 
ness if  management  can  identify  indicators  of 
problems  (i.e.,  declining  provider  participation, 
increasing  provider  payment  cycles,  etc.)  before 
they  snowball.  Michigan  program  officials  have 
recognized  that  MMIS  gives  them  this  capacity. 


Fraud  and  Abuse  Efforts:  The  fraud  and  abuse 
detection,  investigation  and  prosecution  activities 
of  the  Michigan  Medicaid  program  have  under- 
gone several  changes  in  recent  years.  The  or- 
ganizational entity  responsible  for  these  areas 
has  changed  and  the  management  philosophy 
directing  these  efforts  has  evolved. 

Prior  to  1977,  the  fraud  and  abuse  programs 
in  Michigan  were  decentralized,  and  responsi- 
bilities were  thus  diffused.  As  a  result,  even 
though  many  cases  of  potential  fraud  and  abuse 
were  being  identified  through  MMIS  output, 
they  were  not  receiving  enough  attention  in  the 
investigation  and  prosecution  areas.  Recoupment 
of  funds  was  not  at  the  expected  level,  but  more 
importantly,  because  there  was  not  the  expected 
volume  of  cases  under  investigation,  it  was  hy- 
pothesized that  the  domino  effect  among  pro- 
viders was  not  operative. 

By  1978,  responsibility  for  program  integrity 
had  been  transferred  to  the  Medical  Services  Ad- 
ministration—the State's  current  organizational 
unit  responsible  for  the  Medicaid  program. 
During  this  same  period,  pursuant  to  the  pro- 
visions of  P.L.  95-142,  a  Medicaid  fraud  unit  was 
established  within  the  Department  of  the  At- 
torney General.  Effective  working  relationships 
have  now  been  established  with  that  unit.  SUR 
data  processing  responsibilities  were  also  trans- 
ferred to  the  Title  XIX  unit.  With  the  consoli- 
dation and  reorganization  of  surveillance,  in- 
vestigation and  coordinating  functions  in  the 
Medical  Services  Administration  (MSA),  it  was 
possible  to  develop  and  implement  an  effective 
approach  for  dealing  with  program  abuse  and 
fraud.  According  to  the  1979  report  of  the  U.S. 
Office  of  the  Inspector  General,  "The  net  result 
of  these  changes  is  significant  opportunity  for 
improved  program  coordination  and  effective- 
ness." 17 

Program  staff  from  SUR  processing  and  the 
Medicaid  Recovery  Unit  meet  on  a  weekly  basis 
with  the  Attorney  General's  Medicaid  Fraud 
Unit.  Utilizing  MMIS  output,  principally  from 
the  SUR  subsystem,  they  decide  how  to  proceed, 
using  applicable  fraud  statutes  and  the  Medical 
Fraud  Act  of  1977.  Abuse  cases  are  handled  in 
the  MSA. 

Michigan  possesses  the  statutory  authority  to 
terminate  or  suspend  a  provider  to  prevent  fur- 
ther improper  payments  while  an  investigation 
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is  underway.  Program  officials  are  judicious  in 
the  use  of  this  sanction  while  protecting  the 
fiscal  integrity  of  the  program. 

In  addition,  prepayment  screens  outside  the 
normal  edit  screens  have  been  added  to  the 
claims  processing  mechanism  for  those  providers 
whose  unusual  activities  are  being  monitored. 
Although  this  activity  will  not  result  in  the  re- 
covery of  funds,  it  is  expected  to  impact  the 
program  from  the  standpoint  of  cost  avoidance. 

These  activities  on  the  part  of  MSA  staff  indi- 
cate their  dedication  to  developing  and  refining 
a  fraud  and  abuse  program  until  it  can  meet  the 
objectives  through  a  variety  of  strategies  (i.e., 
letter  to  provider,  peer  review,  administrative 
sanction,  etc.)  for  ensuring  the  fiscal  integrity, 
while  preserving  the  operation  of  the  program. 
In  addition,  the  results  of  these  efforts  in  funds 
recouped  and  expenditures  avoided  make  a  posi- 
tive contribution  to  the  future  quality  and  quan- 
tity of  services  provided  under  Title  XIX. 

Provider  Relations:  Although  not  directly  re- 
lated to  preserving  the  fiscal  integrity  of  the  pro- 
gram, provider  relations  activities  have  been  an 
integral  part  of  Michigan's  Medicaid  experience 
since  its  inception.  Program  officials  realized  that 
without  the  participation  of  providers,  the  ca- 
pacity of  the  program  to  stay  in  the  business  of 
providing  comprehensive  services  to  the  Medi- 
caid population  was  severely  compromised.  In  an 
effort  to  maximize  the  effectiveness  of  the  entire 
program,  several  ongoing  activities  have  been 
launched  by  management  to  encourage  providers 
to  enroll  in  the  program,  and  to  keep  them  par- 
ticipating once  they  have  enrolled. 

A  Medicaid  Information  Division  was  created 
to  enroll  providers  into  the  program  and  conduct 
seminars  for  various  provider  groups.  In  1972,  a 
toll  free  hot  line  was  installed  to  answer  provider 
questions  about  reimbursement  procedures,  pro- 
gram policies,  etc.  In  addition  to  providing  an- 
swers to  the  callers,  the  hot  line,  together  with 
MMIS  data,  facilitates  problem  solving.  For 
example,  if  a  hospital  calls  the  hot  line  to  in- 
quire regarding  a  notice  of  a  pending  or  rejected 
claim,  the  operator  can  easily  track  the  claim 
and  explain  the  reasons  for  the  pended  or  re- 
jected claim  to  the  provider.  The  hot  line  cur- 
rently receives  nearly  100,000  calls  a  year. 

The  hot  line  problem  solving  approach  is  aug- 
mented by  Medicaid  field  services  representatives 


who  make  personal  visits  to  providers.  While  the 
field  representatives  are  basically  responsible  for 
responding  to  problem  billing  situations,  they 
are  also  available  to  assist  new  providers  in 
understanding  the  basic  invoicing  procedures 
until  the  provider's  staff  can  attend  a  seminar. 
In  addition,  medical  assistance  manuals  have 
been  developed  for  each  type  of  provider  and 
are  continuously  improved  and  updated.  Each 
manual  contains  detailed  sections  on  recipient 
eligibility,  covered  services  and  limitations,  bill- 
ing procedures,  and  all  applicable  codes  for  each 
provider  type. 

MMIS  has  facilitated  the  prompt  and  accurate 
payment  of  providers.  This  has  encouraged  most 
providers  to  enroll  in  the  program.  As  of  1978, 
88.7  percent  of  the  licensed  physicians  in  the 
State  were  enrolled  as  Medicaid  providers.  Over 
85  percent  of  the  pharmacies,  chiropractors,  and 
podiatrists  were  also  participating  providers.  The 
Medicaid  Information  Division  has  played  a  key 
role  in  keeping  providers  happy  with  the  pro- 
gram. Due  to  MMIS  data,  program  staff  has  had 
the  ability  to  respond  to  questions  from  pro- 
viders on  their  accounts.  Likewise  their  aggres- 
sive input  and  exchange  with  provider  associa- 
tions have  kept  communications  open  and  fa- 
cilitated an  amicable  relationship  between  the 
program  and  its  providers. 

Third  Party  Liability  Recovery:  Recovery  of 
dollars  spent  by  Medicaid  for  services  which 
should  have  been  paid  for  by  other  sources  is  in 
concert  with  the  utilization  management  philos- 
ophy. If  Medicaid  funds  can  be  saved  through 
the  identification  and  collection  of  alternative 
compensating  resources,  then  the  fiscal  integrity 
of  the  program  is  enhanced,  and  the  reallocation 
of  these  otherwise  misspent  funds  becomes  a  dis- 
tinct possibility. 

The  automated  third  party  recovery  system 
now  in  place  in  Michigan  is  designed  to  optimize 
the  utilization  of  resources  other  than  Medicaid 
by  identifying  those  resources,  rejecting  bills  sub- 
mitted for  recipients  with  known  other  resources, 
and  billing  those  other  resources  for  health  care 
expenses  previously  paid  for  by  Medicaid. 

This  is  accomplished  by  checking  submitted 
bills  as  well  as  paid  bills  against  the  indication 
of  other  resources  noted  in  the  master  file.  In 
the  case  of  billings  received,  which  do  not  reflect 
payment  activity  by  a  third  party  source  when 
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one  has  been  identified,  the  automated  system 
will  return  the  billing  to  the  provider  and  iden- 
tify the  potential  resource  for  primary  billing. 

Insurance  information  in  the  master  file  is 
gathered  from  a  variety  of  sources.  The  primary 
point  of  input,  however,  is  the  eligibility  worker 
who  queries  each  recipient  regarding  other  in- 
surance coverage  at  the  time  of  eligibility  de- 
termination or  redetermination.  The  State  also 
maintains  a  direct  link  with  Michigan  Blue 
Cross/Blue  Shield,  the  major  insurer  in  the  State, 
for  verification  of  health  insurance  coverages. 

An  additional  benefit  of  this  system  is  the 
capability  to  print,  on  an  identification  card 
issued  monthly  to  each  recipient,  other  insurance 
information,  such  as  a  policy  number.  This  aids 
providers  in  billing  alternative  resources  first. 

Michigan  also  uses  prepayment  edit  capa- 
bilities to  identify  potential  recovery  sources. 
When  a  recipient  incurs  expenses  as  a  result  of 
an  accident,  providers  are  asked  to  so  indicate 
by  entering  an  accident  code  on  the  billing  in- 
voice. Such  billings  are  then  reviewed  and  re- 
covery activity  is  initiated  when  indicated.  This 
effort  is  particularly  effective  in  the  case  of  auto- 
mobile and  work  related  accidents.  The  progres- 
sively improving  performance  of  Michigan's 
third  party  recovery  program  is  illustrated  in 
Table  1,  which  displays  cash  recoveries  during  a 
six  year  period.18 

Nearly  half  of  the  $6.1  million  recovered  in 
1978  came  from  liability  or  accident  insurance, 
and  Medicare.  In  addition  to  the  $6.1  million  in 
FY  1977-78,  the  program  avoided  the  expendi- 
ture of  over  $12  million  by  returning  bills  to 
providers  for  billing  to  other  insurance  re- 
sources. In  FY  1978-79,  the  total  of  recoveries  and 
expenditures  avoided  increased  to  over  $27  mil- 
lion, most  accomplished  through  prepayment 
editing  or  other  resources. 


TABLE  1:  Third  Party  Recovery  Statistics  in  Michigan* 


Cost/ 

Benefit 

FY 

Cost 

Recovery 

Ratio 

73/74  (12  months) 

$285,000. 

$1.2  million 

1:4.21 

74/75  (12  months) 

345,816. 

1.8  million 

1:5.20 

75/76  (15  months) 

586,950. 

3.8  million 

1:6.47 

76/77  (12  months) 

584,768. 

4.4  million 

1:7.52 

77/78  (12  months) 

578,208. 

5.8  million 

1:10.20 

78/79  (12  months) 

616,746. 

5.5  million 

1:8.92 

*  Excludes  savings 

due  to  prepayment  editing. 

Amendments  to  Michigan's  Worker's  Compen- 
sation Act  would  recognize  Medicaid's  right  of 
subrogation  against  Worker's  Compensation 
benefits.  Medicaid  officials  are  working  to  enable 
the  Third  Party  Liability  (TPL)  section  to  re- 
cover medical  assistance  dollars  that  are  con- 
nected with  a  no-fault  accident. 

Legislation  has  also  been  drafted  to  enable  the 
recovery  of  funds  from  the  estate  of  a  deceased 
recipient  who  was  over  the  age  of  65  at  the  time 
of  death  and  who  did  not  leave  a  surviving 
spouse,  or  a  child  under  21.  Although  terminated 
during  1978  because  of  legal  difficulties,  187  cases 
of  this  type  were  processed  and  the  amount  of 
recovery  was  $256,649  with  a  cost/benefit  ratio 
of  1:15.4.  With  appropriate  legislation  and  staff- 
ing, increased  recoveries  of  $6.7  million  with  a 
cost/benefit  ratio  of  1:15.5  are  anticipated. 

SUR  and  Selective  Editing:  Surveillance  and 
utilization  review  activities  embody  a  pure  util- 
ization management  philosophy  within  the  op- 
eration of  a  Medicaid  program  because  the  ob- 
jective is  primarily  exerting  direct  control  over 
the  utilization  of  Medicaid  resources.  With  its 
postpayment  review  of  claims  focus,  SUR  ac- 
tivities do  not  interfere  with  the  delivery  of  medi- 
cal services.  Instead,  SUR  focuses  on  those  pro- 
viders and  recipients  with  unusual  patterns  of 
program  utilization.  As  a  result,  efforts  are  effec- 
tively targeted  to  those  who  deviate  from  a  "nor- 
mal" pattern  of  practice. 

The  output  from  SUR,  however,  facilitates 
more  than  control  of  the  utilization  of  services. 
It  also  provides  management  with  data  on  the 
availability  of  certain  program  resources  to  re- 
cipients, and  with  information  on  potential 
underutilization  of  Medicaid  benefits.  Thus, 
through  comparative  analysis  supported  by  SUR 
output,  program  officials  may  improve  the 
quality  of  the  program  by  launching  recipient 
education  programs  or  contracting  with  the  ad- 
ditional providers  in  a  certain  locale.  SUR  also 
conducts  the  required  postpayment  review  of 
claims,  and  isolates  the  few  providers  and  re- 
cipients whose  experience  is  exceptional,  pro- 
viding high  quality  data  for  determining 
whether  the  apparent  exceptional  experience  is 
justified  or,  in  fact,  represents  inappropriate 
utilization  of  the  Michigan  program. 

Providers  normally  come  to  the  attention  of 
the  SUR  staff  through  deviations  from  the  nor- 
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mal  peer  group  experience  in  terms  of  dollars 
billed  and/or  numbers  of  recipients  seen.  Once 
the  list  of  these  providers  is  generated,  it  is 
analyzed  to  see  if  provider  education  will  help 
solve  the  problem.  On  the  other  hand,  an  audit 
may  need  to  be  initiated,  although  usually  the 
staff's  approach  would  be  to  begin  discussions 
with  the  provider  and  give  him/her  the  chance 
to  explain. 

If  this  discussion  session  does  not  reveal  ac- 
ceptable reasons  for  excessive  utilization  of  serv- 
ices, staff  may  subpoena  the  provider's  records. 
This  can  be  accomplished  administratively  and 
permits  State  staff  to  correlate  the  SUR  output 
with  documented  provider  activities.  Appro- 
priateness, necessity  and  reasonableness  of  care 
are  then  reviewed.  If,  as  a  result  of  these  re- 
views, a  refund  of  program  payments  is  indi- 
cated, the  provider  is  so  advised.  If  the  provider 
disagrees,  a  series  of  informal  administrative  con- 
ferences then  follows,  and  a  settlement  is  even- 
tually reached.  This  activity  actually  not  only 
recoups  misspent  program  funds,  but  also  is  felt 
to  exert  a  deterrent  effect  on  the  providers'  future 
billing  practices. 

In  addition,  a  relatively  new  capability  called 
selective  editing  also  puts  the  provider  on  notice. 
Selective  editing  allows  providers  who  have  been 
identified  through  SUR  to  have  their  claims  sub- 
ject to  special  prepayment  review.  This  option 
allows  the  pending  of  specific  claims  received 
from  a  given  provider  for  a  decision  to  pay  or 
reject  before  the  bills  are  paid.  Thus,  the  post- 
payment  SUR  data  can  be  used  effectively  to 
activate  cost  effective  prepayment  screens. 

The  challenge  to  management  is  to  strike  an 
effective  balance  between  pre-  and  postpayment 
review,  always  keeping  in  mind  program  policy 
and  objectives  as  well  as  resource  limitations. 
Every  pended  claim  requires  staff  time  to  in- 
vestigate, and  so  pend  levels  must  be  controlled 
on  the  basis  of  resources  and  cost  effectiveness. 
Without  adequate  staff  to  analyze  SUR  excep- 
tion data,  results  are  not  as  extensive  or  effective 
as  they  might  be. 

As  a  result,  the  fraud  and  abuse  detection  sec- 
tion, driven  by  SUR  output,  recovered  nearly 
$2  million  in  1979.  Audits  of  ambulatory  pro- 
viders returned  $1.1  million  in  1978. 

Recipient  Education:  In  addition  to  identifying 


providers  who  bill  the  Medicaid  program  for 
exceptional  amounts,  SUR  output  data  also  pin- 
points recipients  who  have  received  an  unusually 
large  number  of  services.  This  kind  of  informa- 
tion permits  program  officials,  if  necessary,  to 
take  corrective  action  to  control  this  apparent 
overutilization  on  the  part  of  recipients,  without 
disrupting  the  delivery  of  services  throughout  the 
program. 

Monitoring  recipient  overutilization  of  serv- 
ices and  conducting  recipient  education  pro- 
grams are  relatively  recent  phenomena  in 
Michigan.  Before  recipient  education  and  moni- 
toring was  considered  for  application  Statewide, 
two  pilot  projects  were  launched  early  in  1979. 
The  purpose  was  to  control  utilization  by  Medi- 
caid recipients  who  were  identified  as  misusers  of 
both  elective  ambulatory  medical  services  and 
drugs.  The  objectives  of  the  pilot  projects  were 
twofold:  1)  to  contain  costs  through  the  develop- 
ment of  effective  utilization  control  mechanisms 
while  not  deterring  receipt  of  needed  medical 
care;  and  2)  to  counsel  recipients  who  were 
overusing  medical  services.  The  projects  were 
initiated  as  a  means  to  positively  affect  the  fiscal 
integrity  and  quality  of  services  received  through 
the  Medicaid  program.  Rather  than  eliminate 
certain  highly  utilized  services  for  all  recipients, 
program  officials  felt  they  could  institute  more 
efficient  cost  containment  and  quality  enhance- 
ment mechanisms. 

The  Genesee  County  Control  Program  has 
been  monitoring  recipients  and  their  use  of  all 
ambulatory  medical  services.  Once  a  potential 
overutilizer  of  services  is  identified,  he  or  she 
receives  a  letter  asking  him/her  to  arrange  for 
an  interview  to  discuss  the  high  usage  of  serv- 
ices. If  the  recipient  fails  to  respond  to  the  letter, 
he  or  she  is  informed  that  he  or  she  will  auto- 
matically be  put  in  a  prior  authorization  pro- 
gram which  requires  the  permission  of  the  De- 
partment of  Social  Services  prior  to  the  receipt 
of  all  non-emergency  Medicaid  services. 

To  be  included  in  the  pilot  projects,  a  re- 
cipient must  have  been  identified  as  a  possible 
misutilizer  of  medical  services.  The  exception 
criteria  applied  to  a  recipients'  experience  dur- 
ing a  three  month  time  period  are  displayed 
in  Table  2. 
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TABLE  2:  Three  Month  Exception  Criteria 


Report  Item  Upper  Limit 


Different  Providers 

25 

Title  XIX  payments  less  surgery 

and  hospital 

$3,000 

Different  physicians 

13 

Different  encounters 

32 

Different  pharmacies 

7 

Different  prescriptions 

62 

Addictive  prescriptions 

7 

Psychotropic  prescriptions 

16 

If  a  recipient's  experience  exceeds  these  cri- 
teria, a  SUR  summary  profile  report  is  produced 
and  reviewed,  to  determine  whether  the  excep- 
tions can  be  explained  or  whether  the  case  needs 
to  be  further  analyzed.  If  the  recipient  is  part 
of  the  Genesee  County  project,  this  determina- 
tion will  be  made  by  a  medical  social  worker  at 
the  completion  of  the  interview.  The  final  deci- 
sion to  control  a  recipient's  utilization  is  made 
by  the  Medical  Review  Team.  The  social  worker 
makes  an  arrangement  with  those  needing  moni- 
toring to  control  utilization  of  services,  through 
either  verbal  agreement  or  prior  authorization, 
and  a  schedule  for  ongoing  contact  with  the 
recipient  is  prepared.  The  recipient  meets 
monthly  with  the  worker  to  discuss  usage  of 
medical  services.  These  meetings  serve  as  a  means 
to  provide  counseling  and  education  to  the  re- 
cipient. Based  on  favorable  SUR  data,  informa- 
tion received  from  local  workers  and  the  re- 
cipient, and  the  recipient's  cooperation  in  dis- 
cussing the  apparent  overutilization,  a  recipient 
may  be  removed  from  the  program  by  the  Medi- 
cal Review  Team.  When  a  recipient  is  removed, 
his  or  her  activity  is  monitored  for  several 
months  to  confirm  and  evaluate  any  change  in 
use  of  medical  services. 

The  results  of  the  Genesee  County  Control 
Program  have  been  impressive.  Prior  authoriza- 
tion was  the  most  effective  methodology  tested 
in  reducing  the  number  of  services  and  dollars. 
The  average  per  month  changes  were:  85.7  per- 
cent total  dollars  saved,  83.9  percent  reduction 
in  physician  services  and  97.2  percent  reduction 
in  prescriptions.19  The  verbal  contract  method 
exhibited  a  lesser,  but  still  noteworthy  impact 
on  the  reduction  of  dollars  and  services.  Thirty- 
one  percent  of  the  total  dollars  were  saved 


through  this  method  and  there  was  a  36.7  per- 
cent and  24.7  percent  reduction  in  physician 
services  and  prescriptions  respectively. 

The  other  project,  Wayne  County  Control 
Program,  was  directed  at  drug  misutilization. 
One  hundred  and  twenty-two  Detroit  based  re- 
cipients, identified  through  SUR  output,  were 
placed  in  a  prior  authorization  program  as  a 
method  of  restricting  unnecessary  drug  utiliza- 
tion. The  restricted  recipients  were  monitored 
on  a  daily  basis,  and  counseling  to  both  pro- 
viders and  recipients  was  an  integral  part  of  the 
project.  Recipients  who  are  found  to  be  mis- 
utilizing  the  drug  benefit  are  on  the  prior  au- 
thorization program  for  a  minimum  of  eight 
months.  A  recipient  may  be  removed  from  the 
control  mechanisms  any  time  there  is  a  medical 
reason  which  justifies  higher  utilization  of  serv- 
ices. The  results  were  an  86  percent  reduction 
in  the  number  of  prescriptions  of  prior  author- 
ized versus  paid  claims  in  the  base  period.  On 
an  annual  basis,  for  the  nearly  120  recipients  in 
Operation  Crackdown,  the  projection  was  a  re- 
duction of  44,230  services  and  an  estimated  sav- 
ings of  $431,600. 

The  results  of  these  two  pilot  projects  have 
convinced  program  officials  that  Medicaid  re- 
sources can  be  managed  effectively  and  pro- 
actively  without  compromising  the  quality  of 
the  program.  In  addition,  management  has  found 
that  intervention,  directed  not  at  across-the- 
board  reductions  in  benefits,  but  rather  targeted 
at  correcting  specific  problems,  also  improves  the 
fiscal  integrity  of  their  Medicaid  program.  As 
a  result  of  these  early  successes,  recipient  control 
programs  are  being  expanded  incrementally,  as 
resources  allow,  to  other  population  centers  in 
Michigan. 

Conclusion 

In  closing,  the  Michigan  Medicaid  program 
has  utilized  the  data  supplied  by  their  MMIS, 
together  with  well  targeted  fraud  and  abuse  de- 
tection, provider  relations,  recipient  education, 
and  third  party  liability  recovery,  to  effectively 
manage  the  growth,  direction,  and  output  of 
their  Title  XIX  program.  They  have  maintained 
the  fiscal  integrity  of  the  program,  and  antici- 
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pated  problems,  prioritized  corrective  actions, 
and  guided  their  program,  so  that  the  maximum 
number  of  recipients  can  have  access  to  a  com- 
prehensive set  of  services.  The  challenge  is  to 
apply  these  kinds  of  management  practices  na- 
tionwide. 
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Research  and  Demonstration  Activity  Report 


Determinants  of  Children's  Health 

Despite  the  existence  of  a  massive,  but  incon- 
clusive amount  of  literature  on  the  relative  im- 
portance of  heredity  (nature)  and  the  home  and 
school  environment  (nurture)  in  the  determina- 
tion of  cognitive  development,  the  correspond- 
ing issue  has  not  been  addressed  by  researchers  in 
child  and  adolescent  health.  This  is  true  partly 
because  much  of  the  health  research  is  limited 
either  to  poverty  or  to  minority  populations,  and 
partly  because  researchers  who  use  representative 
samples  do  not  adopt  approaches  necessary  for 
distinguishing  between  genetic  and  environmen- 
tal influences. 

Under  the  auspices  of  the  National  Center  for 
Health  Services  Research,  HHS,  the  National 
Bureau  of  Economic  Research  conducted  re- 
search to  investigate  empirically  the  determi- 
nants of  children's  health,  with  particular  refer- 
ence to  the  home  and  local  environment.  Home 
environmental  factors  include  such  basic  family 
background  variables  as  family  income,  parents' 
schooling,  family  size,  and  mother's  labor  force 
status.  They  also  include  mechanisms  via  which 
background  variables  operate,  such  as  preventive 
medical  care  and  nutrition.  Local  environmental 
factors  include  health  resource  availability,  pub- 
lic provision  of  flouridated  water,  climate,  and 
air  pollution.  The  study  is  conducted  in  the  con- 
text of  the  nature-nurture  controversy. 

Methodology:  The  project  utilizes  cross  sec- 
tional and  longitudinal  approaches  to  study  fac- 
tors which  impact  on  health  outcomes  in  chil- 


dren. One  data  set  employed  is  Cycle  II  of  the 
U.S.  Health  Examination  Survey.  Cycle  II  is  a 
nationally  representative  sample  of  7,119  non- 
institutionalized  white  children,  aged  6  to  11 
years,  in  the  1963-65  period.  The  data  comprise 
complete  medical  and  developmental  histories 
of  each  child  provided  by  the  parent,  informa- 
tion on  family  socioeconomic,  characteristics, 
birth  certificate  information,  and  a  school  report, 
with  data  on  school  performance  and  classroom 
behavior  provided  by  teachers  or  other  school 
officials.  Most  important,  there  are  objective 
measures  of  health  from  physical  examinations 
administered  by  the  Public  Health  Service. 

Also,  through  the  use  of  data  from  Cycle  III 
of  this  survey,  the  project  investigates  the  health 
of  white  adolescents.  This  data  set  is  a  nationally 
representative  sample  of  6,768  noninstitutional- 
ized  youths,  aged  12  to  17  years,  in  the  1966-70 
period.  The  data  comprise  complete  medical 
histories  of  each  youth  provided  by  the  parent, 
information  on  family  socioeconomic  charac- 
teristics, and  birth  certificate  information.  There 
are  objective  measures  of  health  from  detailed 
physical  examinations  given  to  the  youths  by 
pediatricians  and  dentists  employed  by  the  Pub- 
lic Health  Service.  These  data  are  supplemented 
by  two  medical  resource  inputs  specific  to  the 
youth's  county  of  residence  (the  number  of 
pediatricians  per  capita  and  the  number  of  den- 
tists per  capita)  and  information  on  the  pres- 
ence of  controlled  or  natural  fluorides  in  the 
water  supply  that  serves  the  youth's  community. 
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In  examining  the  extent  to  which  family  in- 
come and  education  of  the  mother  are  obstacles 
to  the  provision  of  adequate  diets  for  children 
of  poor  American  families,  the  researchers  utilize 
the  Ten  State  Nutrition  Survey,  1968-70.  In  this 
survey,  30,000  families  in  ten  States  were  selected 
from  low  income  enumeration  districts.  Addi- 
tionally, the  study  analyzed  the  Health  and  Nu- 
trition Examination  Survey  (HANES)  ,  1971-75. 
HANES  is  a  national  sample  of  the  population 
of  the  U.S.,  with  oversampling  of  low  income 
families.  The  entire  sample  contains  approxi- 
mately 28,000  individuals  between  the  ages  of  1 
and  74. 

Findings:  The  project's  most  important  findings 
pertain  to  the  nature-nurture  controversy.  Re- 
searchers found  evidence  that  nurture,  as  op- 
posed to  nature,  plays  an  important  role  in  the 
health  of  children  and  youths,  and  that  the 
effect  of  the  mother's  schooling  is  behavioral,  as 
opposed  to  genetic.  Thus,  public  policies  aimed 
at  children's  health  must  try  to  offset  the  prob- 
lems encountered  by  children  of  mothers  with 
low  levels  of  schooling;  in  particular,  they  should 
try  to  improve  the  skills  of  uneducated  mothers, 
in  their  capacity  as  the  main  provider  of  health 
care  for  their  children. 

With  regard  to  the  role  of  preventive  dental 
care,  youths  who  received  a  preventive  dental 
checkup  within  the  past  year,  and  youths  ex- 
posed to  fluoridated  water,  have  much  better  oral 
health  than  other  youths.  This  implies  that  a 
program  to  increase  the  availability  of  dentists 
in  medically  deprived  areas  would  improve  the 
oral  health  of  youths  in  these  locales.  Overall, 
findings  suggest  that  selective,  rather  than  gen- 
eral programs,  would  be  most  effective  in  im- 
proving the  health  of  the  population  under  18 
years  of  age.  It  is  already  known  that  appropriate 
prenatal  and  infant  care  can  make  a  difference 
in  terms  of  health  outcomes. 

The  study  shows  that  when  health  measures 
from  mid-childhood  are  the  subject  of  analysis, 
both  income  and  race  differences  are  much  less 
pronounced  than  they  are  in  infant  mortality 
and  birth  weight  data.  With  respect  to  differ- 
ences by  race,  whether  or  not  they  are  adjusted 
for  differences  in  associated  socioeconomic  fac- 
tors, black  children,  in  many  cases,  are  in  better 
health  than  their  white  counterparts.  In  the  case 


of  income  differences,  the  high  income  children  do 
appear  to  be  in  better  health  according  to  most 
measures,  but  their  advantage  is  greatly  dimin- 
ished when  one  controls  for  such  related  socio- 
economic factors  as  parents'  educational  levels. 

The  project's  findings  highlight  the  necessity 
of  explicitly  recognizing  the  multidimensional 
nature  of  health.  For  example,  poor  black  chil- 
dren are  in  worse  health  when  traditional  health 
measures  are  used,  but  they  tend  to  be  in  better 
health  when  aspects  of  the  new  morbidity- 
learning  difficulties  and  school  problems,  be- 
havioral disturbances,  allergies,  speech  diffi- 
culties, visual  problems,  and  the  problems  of 
adolescents  in  coping  and  adjusting— are  under 
study. 

In  general,  family  income  and  parents'  school- 
ing have  statistically  significant,  but  very  small 
positive  effects  on  the  nutrient  (calories  and 
protein)  intakes  of  young  children.  Hence,  there 
is  little  evidence  that  intake  of  calories  and  pro- 
teins are  mechanisms  by  which  family  back- 
ground affects  the  growth  of  young  children. 
This  finding,  and  the  apparent  correlation  be- 
tween children's  growth  and  their  cognitive  de- 
velopment, bring  to  question  the  adequacy  of 
present  protein  standards. 

Implications:  This  research  provides  a  frame- 
work to  identify  important  determinants  of  chil- 
dren's health,  mechanisms  by  which  they  affect 
health,  and  groups  in  the  population  for  whom 
the  effects  are  relatively  significant.  As  such,  it 
provides  program  administrators  with  useful  in- 
formation to  consider  in  implementing  policy 
directed  toward  the  goal  of  improving  children's 
health. 

Copies  of  this  report  will  be  available  after  December, 
1980.  For  ordering  information,  contact  the  National 
Technical  Information  Service,  U.S.  Department  of  Com- 
merce. 5285  Port  Royal  Road,  Springfield,  VA  22161. 

HMOs  Can  Control  Health  Care  Costs 

In  1973,  Congress  passed  the  Health  Mainte- 
nance Organization  Act  to  assist  the  development 
of  health  maintenance  organizations  (HMOs) 
by  providing  grants/loans;  requiring  certain  em- 
ployers to  make  HMO  benefits  available  to  their 
employees;  and,  overriding  restrictive/ prohibi- 
tive State  laws  which  impeded  HMO  develop- 
ment. The  HMO  amendments  of  1976  and  1978 
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further  increased  amounts  of  available  loan 
money;  relaxed  the  number  of  required  services; 
increased  staffing  and  organization  options;  and, 
generally  facilitated  development.  The  amend- 
ments also  mandated  that  the  General  Account- 
ing Office  evaluate  the  impact  of  this  legislation 
on  HMO  development. 

This  is  GAO's  May  1980  report  to  Congress, 
in  response  to  Section  13  of  the  1978  HMO 
amendments;  the  report  specifically  addresses  the 
economic  efficiency  of  HMOs. 

In  December  1977,  GAO  selected  14  of  the 
Federally  qualified  HMOs  for  study.  The  14 
HMOs  were  either  of  the  group  practice  type 
(physician  members  of  closed  multidisciplinary 
group  practice)  or  staff  model  type  (physicians 
salaried  by  the  HMO).  There  were  no  HMOs 
studied  of  the  third  type,  individual  practice 
associations,  in  which  physicians  maintain  their 
individual  offices  and  are  paid  on  a  fee-for-service 
by  the  HMO  common  revenue  pool.  The  mem- 
bership of  the  14  HMOs  ranged  from  1,131  to 
37,087  members,  and,  their  operating  time 
ranged  from  6V2  years  to  two  months. 

GAO  reports  that  they  did  not  compare  HMO 
enrollees  with  non-HMO  enrollees  to  prepare 
this  analysis,  but  rather  used  data  submitted  by 
the  14  HMOs  through  the  national  HMO  re- 
porting system.  They  list  six  items  which  they 
believe  affect  HMOs'  operating  costs:  member- 
ship size;  output  rate;  input  prices;  case  mix; 
organizational  form;  and,  time  in  operation. 
GAO  analyzed  three  economic  factors  in  their 
report. 

First,  GAO  studied  the  effect  of  enrollment 
size  on  HMO  operating  costs.  They  report  that 
size  is  critical  to  efficient  operation  and  that  a 
larger  enrollee  population  generally  results  in 
better  efficiency  and  lower  costs.  They  caution 
that  while  some  geographic  locations  cannot 
support  a  maximum  population  for  efficiency, 
the  overall  costs  may  still  be  less  than  in  a  typical 
fee  for  service  system. 

Another  area  examined  by  GAO  was  the  cost, 
over  time,  in  producing  a  constant  output.  While 
the  report  suggests  that  HMOs  tend  to  become 
more  efficient  as  they  learn  to  operate  more  effec- 
tively, their  costs  still  increase.  The  reason  is  that 
increasing  technological  methods  are  expensive 
and  may  well  offset  the  savings  attributed  to  ex- 
perienced management. 


An  interesting  point  of  study  was  GAO's  inter- 
view of  247  employers  who  had  enrolled  employ- 
ees in  the  14  HMOs  studied.  The  employers 
reported  no  significant  cost  effect  by  offering  this 
option. 

GAO  recommends  that  the  HHS  HMO  ad- 
visory group  undertake  the  following  specific 
areas  of  evaluation:  1)  more  study  into  the  IPA 
type  HMO,  which  was  not  included  in  this  re- 
port; 2)  comparisons  between  HMOs  and  tradi- 
tional fee-for-service  systems  to  better  demon- 
strate HMO  cost  effectiveness;  3)  a  better  study, 
specific  to  the  maximum  size  of  enrollment  to 
efficiency;  and,  4)  the  net  effect  of  HMOs  on 
patient  health  status. 

GAO's  findings  and  recommendations  were 
presented  to  HHS,  which  responded  positively 
and  noted  that  some  improvements  had  already 
occurred,  including  more  timely  data  reporting 
and  the  increased  use  of  allied  health  profes- 
sionals to  offset  increasing  physician  salaries. 

Single  copies  of  the  report  "Health  Maintenance  Organi- 
zations Can  Help  Control  Health  Care  Costs"  (PAD-80-17 
May  6,  1980),  are  available  free  of  charge  from:  U.S.  Gen- 
eral Accounting  Office,  Distribution  Section,  Room  1518, 
HI  G.  St.,  N.W.,  Washington,  D.C.  20548,  or  by  calling 
(202)  275-6241. 

Effects  and  Costs  of  Day  Care  and 
Homemaker  Services 

This  Health  Care  Financing  Administration 
(HCFA)  funded  study  was  conducted  by  the  Na- 
tional Center  for  Health  Services  Research  from 
1974  to  1977,  in  response  to  Section  222  of  the 
1972  Amendments  to  the  Social  Security  Act. 
This  section  required  the  Department  to  explore 
cost  savings  methods  in  the  health  care  financing 
area,  including  such  alternatives  to  institu- 
tionalization as  adult  day  care  and  homemaker 
services.  The  study  evaluated  both  services  in 
terms  of  their  effect  on  institutionalization, 
Medicare  costs,  and  health  outcomes. 

Contracts  were  competitively  awarded  to  six 
demonstration  sites  based  on  their  capacity  to 
provide  one  or  both  services.  Sites  studied  were: 
San  Francisco  Home  Health  Services  (day  care 
and  homemaker  services);  Lexington-Fayette 
County  Health  Department  (day  care  and  home- 
maker  services);  White  Plains/Burke  Rehabili- 
tation Center  Day  Hospital  (day  care)  ;  Syracuse- 
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St.  Camillus  Health  and  Rehabilitation  Center 
(day  care)  ;  Los  Angeles-Inter  City  Home  Health 
Association  (homemaker  services)  ;  and,  Provi- 
dence-Homemaker  Home  Health  Aide  Service  of 
Rhode  Island  (homemaker  services).  The  re- 
searchers caution  that  because  of  the  selection 
method  mentioned  earlier,  these  providers  may 
not  have  been  representative  of  all  day  care  and 
homemaker  providers.  They  also  point  out  that 
enrollment  and  usage  of  services  was  not  high, 
possibly  because  patients  were  unfamiliar  with 
such  services. 

Day  care  providers  generally  drew  their  pa- 
tients from  the  health  care  institutions  with 
which  they  were  affiliated;  they  were  strongly 
medically  oriented  and  provided  rehabilitation 
services.  Sites  were  required  to  offer  13  specific 
services,  e.g.,  nursing,  podiatry,  patient  and 
social  services,  etc. 

Homemaker  sites  provided  home  management, 
personal  care,  support  services,  and  health  care 
management.  Patients  must  have  been  dis- 
charged from  a  hospital  within  14  days  of  their 
entry  into  the  study  to  be  eligible  for  Medicare. 
This  was  not  a  condition  for  the  day  care  pa- 
tients, however.  The  study  reports  that  patients 
were  randomly  assigned  to  experimental  groups 
by  the  assessment  team,  and  that  patients  may 
not  have  been  representative  of  the  universe  be- 
cause of  the  inherent  nature  of  the  study,  as  well 
as  the  nonavailability  and  unfamiliarity  of  serv- 
ices to  many  patients.  All  patients  were  eval- 
uated five  times  during  their  year  of  observation, 
at  intake,  and  at  three  month  intervals.  The 
"Patient  Status  Instrument,"  designed  for  this 
study,  was  used  for  evaluating  patients.  This  in- 
strument combined  several  professionally  recog- 
nized assessment  protocols:  Katz's  Index  of  Ac- 
tivities of  Daily  Living,  Kahn's  Mental  Status 
Questionnaire,  etc.  The  instrument  also  included 
a  contentment  factor.  An  experimental  and  con- 
trol group  of  patients  was  studied  for  each  of 
those  receiving  only  day  care  services,  those  re- 
ceiving only  homemaker  services,  and  those  re- 
ceiving both  services. 

Day  Care  Patient  Characteristics  and  Findings: 

The  researchers  present  patient  characteristics  by 
age,  sex,  race,  dependency,  diagnosis,  and  time 
since  hospitalization.  For  day  care  patients  they 
found:  the  mean  age  was  74.5;  females  slightly 
outnumbered  males;  about  three-fourths  lived 


with  someone;  most  required  moderate  to  sub- 
stantial assistance  in  daily  living  activities;  and, 
most  hadn't  been  recently  hospitalized.  Patients 
in  this  experimental  group  are  reported  to  have 
had  fewer  days  of  care  in  skilled  nursing  facilities 
and  hospitals.  Improvement  in  activities  of  daily 
living  was  also  observed  in  the  experimental 
group. 

The  costs  of  day  care  were  analyzed  and 
ranged  from  about  $19  to  $88  daily;  the  differ- 
ence, in  part,  was  attributed  to  the  services 
offered  in  addition  to  those  required.  Overall 
annual  costs  were  significantly  higher  for  the 
experimental  group.  Researchers  point  out  that 
day  care  in  this  study  was  generally  more  expen- 
sive than  other  types  of  day  care  because  of  its 
post-hospital  design. 

Homemaker  Patient  Characteristics  and  Find- 
ings: The  characteristics  of  these  patients  were  not 
significantly  different  from  the  day  care  group 
except  that  they  were  more  dependent  and  all 
had  been  recently  discharged  from  a  hospital 
within  14  days  of  entering  the  homemaker  pro- 
gram. The  most  frequent  users  of  services  were 
patients  with  injuries  rather  than  those  with 
cancer  or  other  serious  illnesses.  Interestingly, 
those  living  with  someone  used  services  more 
than  those  living  alone. 

The  study  showed  comparable  skilled  nursing 
facility  use,  but  a  higher  hospital  use  in  the  ex- 
perimental group.  Hourly  charges  ranged  from 
$5  to  $17  with  the  average  annual  patient  cost 
of  approximately  $2,300.  As  with  the  day  care 
group,  overall  costs  were  significantly  higher  in 
the  experimental  group. 

Combined  Day  Care/ Homemaker  Patient 
Characteristics  and  Findings:  The  report  found 
the  characteristics  of  this  group  comparable  to 
the  other  two.  They  found  some  very  positive 
results  including:  SNF  days  were  fewer  in  the 
experimental  group;  hospitalization  days  were 
significantly  less  in  this  group;  and,  greater  num- 
bers of  the  experimental  group  maintained,  or 
improved  in,  contentment  and  mental  function- 
ing. Costs  were  significantly  higher  for  the  com- 
bined services  experimental  group  than  its  con- 
trol group.  This  difference  was  less,  however, 
than  that  observed  between  the  day  care  only 
service  experimental  and  control  groups  as  well 
as  the  difference  between  the  homemaker  only 
experimental  and  control  groups. 
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While  many  aspects  and  comparisons  of  this 
study  were  somewhat  inconclusive,  researchers 
demonstrated  several  important  factors  to  be 
considered  by  those  studying  the  long  term  care 
system.  First,  alternatives  to  institutionalization, 
when  they  are  very  strongly  medically  oriented, 
are  frequently  more  expensive  than  institutional- 
ization itself.  That  patients  may  improve  under 
such  expensive  alternative  settings  of  this  type 
must  be  considered  a  valuable  characteristic  and 
heavily  weighed  in  developing  alternatives.  Costs 
may,  however,  be  tempered  by  more  flexible  reg- 
ulations which  do  not  so  strictly  limit  eligibility 
for  services  to  hospital  discharge  or  need  for 
skilled  nursing  care;  and,  do  not  require  that 
specific  services  be  provided  which  are  heavily 
focused  on  medical  and  rehabilitation  needs.  Per- 
haps this  research  points  the  way  for  more 
development  in  that  direction. 

Copies  of  the  NCHSR  report,  "Effects  and  Costs  of  Day 
Care  and  Homemaker  Services  for  the  Chronically  III: 
A  Randomized  Experiment,"  DHEW  Publication  No. 
(PHS)  79-3258,  can  be  obtained  from  NTIS,  Springfield, 
VA  22161.  Telephone  (703)  557-4654. 

Review  of  Drug  Therapy 
In  Medicaid  Nursing  Homes 

Large  numbers  of  the  elderly  are  cared  for  in 
nursing  homes,  and  drug  therapy  is  a  principal 
element  of  the  care  of  many  of  these  patients. 
The  Department  of  Health  and  Human  Services 
(HHS)  requires  pharmacists  or  registered  nurses 
to  conduct  monthly  reviews  of  medications  taken 
by  Medicaid  nursing  home  patients,  to  ascertain 
if  the  drugs  are  still  needed,  properly  admin- 
istered, effective,  and  safe.  This  is  an  especially 
important  requirement  since  the  number  and 
percentage  of  elderly  is  increasing,  elderly  people 
are  particularly  vulnerable  to  adverse  drug  re- 
actions, and,  owing  to  multiple  ailments,  they 
often  concurrently  receive  several  drugs. 

In  a  June  25,  1980  report,  the  General  Ac- 
counting Office  (GAO)  concludes  that  nursing 
home  medication  reviews  could  be  more  effective 
if  reviewers  had  a  single  source  of  information 
on  drugs  commonly  used  in  treating  the  elderly, 
and  a  clear  definition  of  the  scope  of  a  "medica- 
tion review."  GAO  recommends  that,  through 
the  regulatory  process,  HHS  disseminate  infor- 
mation concerning  drug  use  by  elderly  patients. 


The  Food  and  Drug  Administration  (FDA) 
is  responsible  for  ensuring  that  all  prescription 
drugs  in  this  country  are  safe  and  effective.  FDA 
approved  labeling  for  prescription  drugs  is  the 
most  widely  used  source  of  drug  information. 
However,  GAO  found  that  neither  labeling  nor 
any  other  single  source  of  drug  information 
meets  the  needs  of  all  health  professionals. 

Labeling  for  some  drugs  either  does  not  con- 
tain specific  information  on  how  the  drug 
should  be  monitored,  or  does  not  describe  the 
possible  effects  of  using  multiple  drugs.  This 
forces  medication  reviewers  to  rely  on  their  per- 
sonal drug  knowledge,  or  search  for  other  infor- 
mation sources,  which  may  not  be  reliable. 

GAO's  random  review  of  records  of  Medicaid 
nursing  home  patients  disclosed  that  about  81 
percent  of  those  studied,  who  were  receiving  at 
least  10  selected  drugs,  were  not  being  tested  as 
frequently  as  recommended  by  the  most  lenient 
criteria  available.  One  small  group  of  patients 
was  found  to  be  taking  drugs  that,  according 
to  the  labeling,  should  not  be  used  for  one  or 
more  of  their  medical  conditions. 

During  1979,  HHS  issued  regulations  designed 
to  improve  labeling  information.  In  addition, 
Congress  introduced  legislation  providing  for  the 
development  of  a  Federal  Drug  Compendium  or 
Index.  Although  steps  in  the  right  direction, 
GAO  indicates  it  will  be  several  years  before 
these  projects  come  to  fruition.  GAO  asserts  that, 
in  the  interim,  HHS  should  disseminate  infor- 
mation on  the  monitoring  and  usage  of  drugs 
given  to  nursing  home  patients.  GAO  believes 
this  information  could  be  disseminated  through 
Professional  Standards  Review  Organizations 
(PSROs)  (groups  of  local  physicians  who  deter- 
mine whether  health  care  funded  under  Medi- 
caid and  Medicare  is  medically  necessary  and  of 
high  quality),  and  others,  and  would  be  of  value 
to  the  FDA  in  its  drug  labeling  improvement 
program. 

GAO  found  that  since  HHS  has  never  clearly 
defined  what  it  means  by  medication  review,  the 
pharmacists  and  registered  nurses  reviewing  the 
medications  given  to  Medicaid  nursing  home 
patients  have  developed  their  own  interpreta- 
tions of  what  should  be  covered.  Consequently, 
there  is  a  lack  of  uniformity  in  the  scope  of 
medication  review  procedures. 
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Training  is  required  for  those  performing 
medication  reviews,  GAO  states.  Although  HHS 
has  developed  some  training  courses  and  ma- 
terials, it  does  not  know  how  many  reviewers 
have  received  or  still  need  to  receive  the  training. 

Some  pharmacists  are  unsure  of  their  qualifi- 
cations to  review  medications,  while  others  are 
not  sure  what  a  medication  review  should  con- 
sist of,  or  are  inhibited  in  making  drug  therapy 
recommendations  because  of  possible  resentment 
by  attending  physicians. 

Recommendations:  HCFA  should  gather  moni- 
toring and  usage  criteria  developed  by  PSROs 
and  others  for  drugs  commonly  taken  by  nurs- 
ing home  patients,  screen  the  criteria  and  send 
the  most  meritorious  to  all  nursing  homes  par- 
ticipating in  the  Medicare  and  Medicaid  pro- 
grams, periodically  revise  and  expand  the  cri- 
teria based  on  medication  review  experiences, 
and  share  the  criteria  with  the  FDA  to  help  it 
improve  prescription  drug  labeling. 

HCFA  should  direct  the  National  Professional 
Standards  Review  Council,  which  advises  the 
Secretary  of  HHS  and  oversees  State  and  local 
PSRO  activities,  to  promote  continued  develop- 
ment of  additional  drug  monitoring  criteria  for 
drugs  commonly  used  in  nursing  homes,  par- 
ticularly emphasizing  drugs  and  combinations  of 
drugs  for  which  few  or  no  criteria  are  available. 
HCFA  also  should  incorporate  in  nursing  home 
regulations  a  clear  definition  of  the  scope  of  a 
medication  review,  GAO  states. 

HCFA  should  issue  regulations  requiring  sep- 
aration of  medication  review  and  drug  vendor 
functions,  whenever  feasible,  to  remove  potential 
conflicts  of  interest.  GAO  believes  this  could  re- 
move financial  disincentives  (for  those  reviewers 
who  sell  drugs)  to  recommend  the  discontinuance 
of  unnecessary  drugs. 

Although  HHS  agreed  with  and  plans  to  adopt 
several  of  GAO's  recommendations,  it  believes 
that  regulations  requiring  separation  of  medica- 
tion review  and  drug  vendor  functions  are 
needed  "only  if  there  is  evidence  of  actual  harm 
to  patients."  HHS  also  opposes  establishing  a 
medication  review  standard  requiring  reviewers 
to  follow  one  set  of  procedures  since,  according 
to  HHS,  this  would  require  the  government  to 
define,  through  regulation,  a  professional  prac- 
tice. 

Single  copies  of  this  report,  "Problems  Remain  In  Reviews 
of  Medicaid-Financed  Drug  Therapy  In  Nursing  Homes," 


HRD-80-56,  are  available  free  of  charge  from  the  United 
States  General  Accounting  Office,  Distribution  Section, 
Room  1518,  441  G  Street,  NW,  Washington,  D.C.  20548. 

Nursing  Home  Reimbursement 

This  "common  sense"  guide  to  nursing  home 
reimbursement  provides  the  interested  reader  and 
the  nursing  home  advocate  with  a  basic  under- 
standing of  the  concepts  and  methods  of  nursing 
home  reimbursement,  as  well  as  the  inherent  prob- 
lems in  this  complex  subject.  The  author  begins  by 
examining  the  reasons  for  advocates  to  impact  on 
reimbursement  policy  development.  First,  since 
Medicaid  finances  about  50  percent  of  nursing 
home  costs  nationwide,  States  have  an  extremely 
powerful  lever  in  policy  development.  Second,  for 
the  same  reason,  advocates  should  be  concerned 
that  funds  are  used  efficiently  and  effectively,  and 
that  the  quality  of  care  is  maintained  at  a  high 
level.  Other  reasons  include:  the  effect  reimburse- 
ment has  on  Medicaid  recipients'  access  to  care;  the 
opportunity  for  advocates  to  influence  organiza- 
tions; and,  the  development  of  national  nursing 
home  reimbursement  policy. 

The  author  reviews  the  nursing  home 
market  in  terms  of  the  factors  which  influence  sup- 
ply and  demand  of  nursing  home  beds.  She  cites 
Medicaid  as  an  excessively  high  user,  partly  because 
of  the  great  number  of  eligibles,  but  also  due  to  the 
lack  of  alternative  care.  She  contends  that  low 
reimbursement  rates  are  responsible  for  the  lack  of 
sufficient  providers.  The  author  also  discusses 
chains,  which  in  1979  operated  25-30  percent  of 
the  nation's  nursing  homes;  she  reviews  their 
strengths  and  weaknesses. 

Also  examined  are  the  advantages  and 
disadvantages  of  the  two  basic  reimbursement  ap- 
proaches, facility  independent  and  facility  depen- 
dent. Facility  independent  reimbursement  systems 
are  easy  to  administer,  provide  incentives  for  effi- 
ciency, induce  high  occupancy,  and,  permit  bud- 
geting and  planning,  she  feels.  Their  disadvantages 
are:  they  are  politically  controversial;  they  offer  in- 
centives to  reduce  costs  which  do  not  accrue  to  the 
State;  they  increase  regulating  and  monitoring 
responsibilities;  and,  they  may  cause  facilities  to 
limit  or  refuse  Medicaid  admissions  if  their  costs  ex- 
ceed the  rate.  Facility  dependent  rates  provide  no 
disincentives  to  providing  high  quality  care,  to 
treating  patients  requiring  "heavy  care"  and,  to  ad- 
mitting Medicaid  patients,  she  points  out.  Facility 
dependent  rates  do,  however,  induce  facilities  to 
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maximize  costs,  resulting  in  inflationary  rates. 
Medicaid  cost  related  reimbursement  regulations 
require  that  the  rate  does  not  exceed  the  Medicare 
level.  Interestingly,  the  author  advises,  the  level  of 
reimbursement  has  a  greater  effect  on  quality,  ac- 
cess, and  bed  supply,  than  the  method  of  reim- 
bursement. Medicare  reasonable  cost  methods  are 
studied  in  detail.  While  Medicare  expenditures  for 
nursing  homes  are  minimal ,  the  Medicare  methods 
form  the  basis  for  many  State  Medicaid  reimburse- 
ment systems.  The  author  examines  all  of  the  fac- 
tors considered  in  determining  Medicare  reim- 
bursement including  depreciation,  interest,  bad 
debts,  etc.  She  attributes  the  state  of  the  current  in- 
dustry to  Medicare's  "early  liberal  reimbursement 
system  and  its  precipitous  policy  changes." 
Medicaid  has  also  been  influenced  by  the  Medicare 
reimbursement  mechanisms  since  the  original 
Medicaid  statute  did  not  specify  levels  or  methods 
(except  for  hospitals).  The  1972  Social  Security 
Amendments  finally  required  State  Medicaid  agen- 
cies to  pay  on  a  "reasonable  cost  related  basis;" 
however,  implementation  has  been  slow. 

Resident  advocates  are  also  urged  to  learn 
about  rates  for  private  pay  patients  since  these  too 
affect  the  public  rate.  Nursing  homes  may  increase 
private  rates  when  Medicaid  payment  is  seen  as  in- 
sufficient .  The  author  reports  an  innovative  system 
in  Minnesota  under  which  private  pay  rates  cannot 
exceed  Medicaid  rates;  she  believes  this  to  be  effec- 
tive regulation  of  private  rates. 

The  report  concludes  with  a  chapter  on 
achieving  public  policy  goals  in  a  rational  nursing 
home  reimbursement  policy.  The  goals  set  forth  are 
the  assurance  of:  quality;  efficiency  and  cost  con- 
trol; appropriateness  of  care;  fair  access  for  public 
residents;  adequate  bed  supply;  simplicity  of  ad- 
ministration; and,  disincentives  to  manipulate  the 
system .  The  author  then  discusses  the  goals  in  terms 
of  how  different  cost  related  reimbursement  ap- 
proaches could  meet  them. 

Quality  of  care  is  not  demonstrably  affected 
by  cost,  the  author  concludes,  based  on  observation 
and  evidence.  Because  the  means  of  quality 
measurement  are  so  imprecise,  she  recommends 
more  research  in  this  area.  Retrospective  reim- 
bursement is  generally  favored  over  prospective, 
although  retrospective  systems  are  viewed  as  infla- 
tionary. They  do  not,  however,  provide  disincen- 
tives. The  author  advocates  a  reimbursement 
system  that  considers  outcome  standards,  which 
measure  effectiveness  of  care  rather  than  precise 


service  inputs.  She  states  that  this  may  be  achieved 
only  if  the  capacity  to  assess  residents  and  track 
their  status  over  time  is  available  and  could  be  re- 
quired nationally.  She  recommends  this  approach 
to  reimbursing  for  quality  care,  rather  than 
bonuses  or  other  methods. 

The  author  questions  the  appropriateness  of 
the  certificate  of  need  (CON)  program,  which  she 
feels  may  be  currently  limiting  needed  growth  of 
nursing  home  beds.  While  the  concepts  of  the  CON 
program  are  worthwhile,  they  fail  to  have  any  effect 
on  alternatives  to  institutionalization.  With  such 
alternatives  available,  the  nursing  home  bed  supply 
would  probably  be  adequate,  the  author  reports. 

Ensuring  adequate  bed  access  for  public  pa- 
tients is  a  primary  concern  of  nursing  home  ad- 
vocacy, and  reimbursement  rates  affect  this  goal. 
Low  rates  force  nursing  homes  to  restrict  public  ad- 
missions, while  high  rates  may  create  a  burden  on 
the  State  budget,  and  do  not  necessarily  ensure 
quality  care.  The  report  suggests  that  rate  equaliza- 
tion, i.e.,  mandated  equal  rates  for  public  and 
private  patients,  will  improve  access  in  the  short 
run,  but  not  necessarily  in  the  long  run.  Inade- 
quate, though  equal  rates,  over  an  extended  period 
would  cause  facilities  to  simply  drop  out  of 
Medicaid,  confounding  the  access  problem.  The 
author  further  recommends  a  reimbursement 
method  which  is  based  on  resident  conditions.  This 
would  adequately  compensate  nursing  homes  for 
providing  necessary  care  and  services  to  all  patients, 
particularly  those  requiring  "heavy  care."  She 
stresses  that  nursing  homes  should  be  viewed  as  only 
a  part  of  the  long  term  care  system,  and  that  alter- 
natives must  be  considered  in  developing  national 
reimbursement  policy  for  nursing  homes. 

Strategies  for  advocates  are  provided;  they 
basically  involve  research  efforts  to  identify  existing 
reimbursement  mechanisms  and  problems,  as  well 
as  practical  and  political  obstacles.  The  field  of 
nursing  home  reimbursement  is  complex  but  vital 
in  the  long  term  health  system  and  the  author  pro- 
vides the  advocate  with  ample  information  on  how 
to  affect  this  system. 

Copies  of  "Public  Reimbursement  for  Nursing  Homes— A  Guide 
for  Resident  Advocates"  are  available  free  of  charge  by  contac- 
ting Eric  Powers  or  Ellen  Housemon  at  the  Legal  Services  Corp- 
oration, 733  15th  St.,  N.W.,  Suite  1110,  Washington,  DC 
20005,  or  by  calling  (202)  272-4100. 
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Rice,  Dorothy  P.,  and  Danchik,  Kathleen  M.,  "Health  Service  Access  and  Utilization  by  Children,"  Urban 
Health,  Vol.  9,  No.  1,  January/February  1980,  pages  26-27. 

The  authors  reveal  that  while  the  U.S.  infant  mortality  rate  has  been  declining  at  approximately  five  per- 
cent per  year  for  more  than  a  decade,  reaching  14.1  deaths  per  1,000  births  in  1977,  childhood  mortality 
is  higher  in  the  U.S.  than  in  most  other  industrialized  countries.  In  addition,  the  black  infant  mortality 
rate  is  considerably  higher  than  white,  with  no  evidence  that  the  rates  are  converging.  This  article, 
authored  by  Dorothy  P.  Rice,  Director,  and  Kathleen  M.  Danchik,  Statistician,  Division  of  Analysis,  Na- 
tional Center  for  Health  Statistics,  HEW  (now  HHS),  is  excerpted  from  a  paper  presented  at  the  Institute 
of  Medicine's  annual  meeting  in  October  1979. 

The  authors  state  that  access  to  medical  care  has  improved  significantly  for  children  in  lower  income 
families  since  the  implementation  of  Medicaid.  However,  a  large  proportion  of  minority  and  poor 
children  have  not  seen  a  dentist  within  a  two  year  period,  are  not  covered  by  any  form  of  private  health  in- 
surance, and  lack  continuity  of  care.  The  use  of  dental  services  has  increased  for  children  of  all  income 
and  color  groups,  but  the  gap  between  service  use  by  the  poor  and  the  nonpoor  has  not  changed  since 
1964,  partially  due  to  limited  coverage  of  dental  care  under  Medicaid.  Quality  of  care,  regardless  of  the 
health  care  provider,  continues  to  be  a  concern,  demonstrated  by  problems  of  recognition  and  followup 
of  middle  ear  infections,  and  inadequate  recognition  of  lead  poisoning. 

The  authors  conclude  that  "the  plethora  of  Federal,  State  and  local  programs  with  differing  eligibility  re- 
quirements, overlapping  responsibilities,  and  limited  outreach  capabilities  has  often  been  cited  as  one  of 
the  most  serious  problems  in  delivery  of  health  services  to  children." 

Briscoe,  May  E.,  et  ah,  "Followup  Study  of  the  Impact  of  a  Rural  Preventive  Care  Outreach  Program  on 
Children's  Health  and  Use  of  Medical  Services,"  American  Journal  of  Public  Health,  Vol.  70,  No.  2, 
February  1980,  pages  151-156. 

This  article  presents  the  results  of  a  study  conducted  in  1977  to  reexamine  the  preventive  health  care 
outreach  services  provided  free  of  cost  to  all  infants  born  in  1972  at  the  Hazard  Appalachian  Regional 
Hospital  in  Kentucky.  This  outreach  program  was  developed  as  a  pilot  project  because  the  health  needs  of 
a  great  number  of  children  in  the  area  were  not  being  met,  according  to  the  author.  The  program's  ser- 
vices began  during  each  infant's  first  month  of  life,  and  continued  at  seven  specific  intervals  thereafter.  A 
wide  range  of  services  was  provided  covering  areas  of  nutrition,  growth  and  development  assessment, 
parental  health  education,  referral  for  treatment,  and  assistance  in  meeting  such  needs  as  food  stamps.  A 
high  participation  rate  was  recorded  in  the  initial  and  following  years. 

The  author  reports  that  this  study  replicated  one  done  in  1975,  and  its  purpose  was  to  determine  whether 
the  earlier  study's  results  could  be  borne  out  two  years  later.  Four  groups  of  children  were  studied:  retest 
study  and  retest  control  (children  in  the  original  program  and  their  matched  controls),  and  new  study  and 
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new  control  (children  currently  in  the  program  and  their  matched  controls).  Matching  variables  for  the 
study  and  control  groups  were  age,  sex,  birthweight,  hospital  discharge  diagnosis,  and  mother's  educa- 
tion. 

University  of  Kentucky  medical  students  collected  data  on  the  children,  including  a  social,  environmen- 
tal, and  medical  history.  Children  received  physical  examinations,  and  their  medical  records  were  ex- 
amined by  an  R.N.  and  a  doctoral  candidate  in  pharmacology.  Indicator  conditions  were  studied,  in- 
cluding: acute  otitis  media,  chronic  otitis  media,  iron  deficiency  anemia,  bronchitis,  pneumonia,  and 
chronic  diarrhea.  The  authors  described  the  analytical  tests  they  used  to  compare  the  number  of  hospital 
admissions  and  days,  and  emergency  room  visits. 

The  1977  test  results  were  similar  to  those  of  the  1975  study,  the  article  reports.  Findings  indicate  that 
hospital  admission  rates  and  average  length  of  stay  did  not  differ  significantly  for  study  and  controls. 
Overall,  the  authors  report  that  services  had  minimal  effect  on  the  indicator  conditions,  and  that  lower 
utilization  of  outpatient  services  was  observed  in  the  study  group.  The  authors  conclude  by  stating  that 
the  study  should  be  reviewed  as  "suggestive  rather  than  conclusive." 

"Survey  of  Disabled  Children  Under  SSI  Program,"  Executive  Summary,  Social  Security  Bulletin,  Vol.  43, 
No.  1,  January  1980,  pages  9-13. 

The  Social  Security  Administration's  Office  of  Research  and  Statistics  contracted  for  a  national  personal 
survey  of  blind  and  disabled  children  receiving  supplemental  security  income  (SSI).  The  survey  purpose 
was  to  provide  descriptive  characteristics  of  the  children  and  their  families  and  to  assess  SSI's  effect  on 
them.  Using  a  structured  questionnaire,  personal  interviews  were  made  in  the  summer  of  1978  with 
representative  payees  of  some  1,853  SSI  children,  defined  as  those  under  18,  not  living  in  Medicaid  in- 
stitutions at  the  time  the  sample  was  drawn. 

The  children  were  divided  into  two  groups:  those  living  with  their  families  (Group  A)  and  those  living  in 
foster  care  or  other  protective  settings  (Group  B).  Group  A  children  averaged  11.4  years  in  age,  were  58 
percent  male,  were  more  likely  to  be  white  (44  percent),  and  were  in  an  average  household  of  five,  in- 
cluding the  SSI  child.  In  57  percent  of  the  households,  the  mother  was  the  only  resident  parent.  In- 
terestingly, 42  percent  had  previous  year  income  which  included  AFDC  program  or  general  assistance 
and  43  percent  received  food  stamp  benefits. 

The  Group  B  children  averaged  12.5  years  in  age,  were  49  percent  male,  were  even  more  likely  than 
Group  A  to  be  white  (71  percent),  and  on  an  average,  had  lived  away  from  their  families  for  7.5  years. 
Two-thirds  had  been  voluntarily  placed  in  foster  care  by  their  families,  but  only  23  percent  received  help 
from  their  parents  and  only  20  percent  were  eligible  for  adoption. 

While  the  majority  of  SSI  children  have  multiple  disabilities,  mental  retardation  (27  percent),  "other 
mental  conditions"  (15  percent),  and  "other  diseases  of  the  nervous  system"  (15  percent)  were  identified  as 
the  main  handicaps.  The  majority  of  Group  B  children  (52  percent)  were  reported  to  have  mental  retar- 
dation as  the  main  disability  while  only  24  percent  of  the  Group  A  children  were  so  identified.  Finally,  21 
percent  of  the  children  had  handicapped  parents  (either  or  both)  and  24  percent  had  a  handicapped  sibl- 
ing. 

Those  surveyed  having  prior  experience  with  State  welfare  agencies  were  asked  to  compare  the  two  pro- 
grams and  80  percent  gave  SSI  a  more  favorable  review.  However,  a  need  for  improved  administration  of 
the  $100  emergency  assistance  grant  was  identified  as  a  problem:  only  two  percent  reported  receiving  the 
assistance,  ten  percent  reported  needing  it  at  the  time  of  SSI  application,  and  few  surveyed  were  aware  of 
its  availability. 

Additional  health  care  was  the  most  frequently  mentioned  unmet  need,  due  to  cost.  Some  States  have 
chosen  not  to  extend  Medicaid  eligibility  to  disabled  children  or  have  set  restrictive  age  limitations.  Of 
those  surveyed,  15  percent  did  not  receive  Medicaid  benefits. 

Educationally,  almost  all  of  the  surveyed  children  of  school  age  attend  special  classes  for  the  handi- 
capped. The  absence  of  recreational  services,  such  as  camp,  was  cited  as  the  greatest  unmet  social  need. 
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Single  copies  of  the  Bulletin  are  available  for  $1 .35  from  the  Superintendent  of  Documents,  U.S.  Govern- 
ment Printing  Office,  Washington,  DC  20402. 

Data  Coverage  of  the  Functionally  Limited  Elderly:  Report  of  the  Interagency  Statistical  Committee  on 
Long  Term  Care  for  the  Elderly,  1980. 

The  aging  of  the  U.S.  population,  and  the  "aging  of  the  aged"  means  that  long  term  care  (LTC)  will  be  a 
matter  of  increasing  concern.  The  elderly  are  often  functionally  impaired  and  limited  in  their  ability  to 
carry  out  routine  tasks  and  require  assistance  to  live  as  independently  as  possible  inside  or  outside  nursing 
homes  or  institutions. 

This  interagency  committee,  representing  eight  Federal  agencies,  was  convened  to  address  the  lack  of 
basic  data  on  the  elderly,  including  the  critical  factors  which  allow  them  to  function  independently.  The 
committee  was  directed  to  develop  an  inventory  of  existing  and  planned  data  sources  on  LTC  for  the 
elderly,  assess  the  adequacy  of  their  coverage  in  relation  to  LTC  policy  issues,  and  submit  recommenda- 
tions for  obtaining  needed  data.  They  not  only  studied  health  and  social  services  support  for  the  elderly, 
but  also  LTC  functional  limitations  as  regards  housing,  transportation,  personal  care,  and  self  manage- 
ment (using  the  telephone,  managing  money,  taking  medication). 

Results  of  the  committee's  work,  which  will  be  incorporated  into  FY  1982  Federal  planning,  are  provided 
in  this  report  and  an  accompanying  document,  "Inventory  of  Data  Sources  on  the  Functionally  Limited 
Elderly:  A  Compendium  of  the  Content  and  Coverage  of  Data  Sources  on  Long  Term  Care  for  the  Elder- 
ly." Copies  are  available  from  the  U.S.  Department  of  Commerce,  NTIS,  5285  Port  Royal  Road,  Spring- 
field, Virginia  22161. 

Prothro,  Laurie,  "Hawaii  Day  Care  Center  Serves  Elderly  Adults,"  Hospital  Forum,  Vol.  23,  No.  1, 
January/February  1980,  page  35. 

The  Wilcox  Adult  Day  Care  Center,  a  wing  of  the  G.  N.  Wilcox  Memorial  Hospital,  is  the  only  day  care 
center  on  Kauai,  the  fourth  largest  island  in  Hawaii.  Opened  in  November  1974,  the  Center  is  funded  as  a 
demonstration  project  under  Title  XX  (75  percent)  and  by  the  State  (25  percent).  Licensed  by  Hawaii's 
Department  of  Social  Services  and  Housing  (DSSH),  the  Center  has  35  clients  (five  private  and  30  DSSH 
income-eligibles)  and  a  staff  of  six.  The  present  per  client  charge  is  $215  a  month.  Most  clients  are 
physically  disabled  and  the  ages  range  from  about  71  to  80  years,  though  four  are  over  91. 

The  Center  is  open  five  days  a  week  during  working  hours.  A  private,  nonprofit  firm  picks  up  those  who 
need  rides  each  morning  and  returns  them  to  their  homes  at  5  o'clock.  A  State-contracted  nutritional 
service  caters  lunch,  but  snacks  are  served  when  the  clients  arrive  and  just  before  departure.  A  full  kitchen 
is  available  for  anyone  who  wishes  to  bake.  The  Center  has  a  vegetable  garden  and  anyone  can  take  home 
the  fruits  and  vegetables  produced.  A  lounge,  sewing  room,  ceramics  room,  and  a  bed  rest  area  are  also 
available.  Center  communal  activities  take  place  in  a  separate  enclosed  veranda. 

There  are  seven  day  care  centers  in  Hawaii  but  Wilcox  is  the  only  "socialization  model"  while  the  others 
are  more  therapeutic.  According  to  the  Center's  director,  "The  program  is  very  flexible,  and  every  activi- 
ty is  optional." 

The  Chelsea- Village  Program  7-Year  Report  January  18,  1973 -January  17,  1980,  Chelsea  Village  Pro- 
gram, St.  Vincent's  Hospital,  New  York,  NY. 

This  report  covers  two  major  areas;  one  is  an  analysis  of  the  accomplishments  and  results  of  the  Chelsea - 
Village  Program  (CVP),  sponsored  by  St.  Vincent's  Hospital  (in  New  York  City)  to  provide  medical  and 
social  services  to  aged  homebound  people.  The  second  area  is  an  excellent  educational  guide  on  the  role 
and  function  of  the  generic  social  worker  in  the  CVP  or  any  similar  program. 

The  CVP  began  in  1973  by  providing  coordinated  medical  and  social  services  to  their  homebound  aged 
clients.  Team  effort  is  stressed;  basic  services  are  provided  by  a  team  physician,  nurse,  and  social  worker 
assisted  by  a  home  health  aide,  driver,  and  secretary.  The  client's  specific  need  decides  whether  all  or  part 
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of  the  team  members  make  a  particular  visit.  The  report  emphasizes  the  positive  impact  of  the  social 

worker  role  in  the  CVP. 

A  parallel  program  operated  by  St.  Vincent's  since  November  1978,  is  the  Long  Term  Home  Health  Care 
Program  (LTHHCP).  St.  Vincent's  was  selected  as  one  of  eight  prototype  home  health  care  programs  in 
New  York  to  operate  under  a  Section  1115  waiver  of  the  Social  Security  Act.  This  waiver  enables 
Medicaid  to  pay  for  the  necessary  supportive  and  attendent  home  health  care  services  for  which  it  does  not 
normally  pay,  such  as  home  maintenance  tasks  and  respite  services.  (See  "Nursing  Homes  Without  Walls 
in  New  York  State,"  Perspectives,  September  1979,  pages  5-22,  for  description  of  the  LTHHCPs  in  New 
York.) 

While  the  LTHHCP's  and  the  CVP's  objectives  are  similar,  because  the  LTHHCP  stresses  nursing  care 
rather  than  team  care,  and  because  of  its  numerous  regulatory  restrictions,  the  authors  speculate  that  it 
may  less  effectively  meet  its  objectives.  The  report  compares  the  two  programs,  frequently  criticizing  the 
LTHHCP  for  its  restrictiveness,  which  often  defeats  its  program  goals.  For  example,  the  LTCHHCP  re- 
quires that  if  a  patient's  cost  of  care  exceeds  the  amount  budgeted  by  the  program  for  two  months,  the  pa- 
tient must  be  discharged.  The  CVP  experience  has  shown,  on  the  other  hand,  that  patients  tend  to 
stabilize  once  in  the  program  and  costs  decrease  after  several  months. 

The  second  part  of  the  report  focuses  on  the  role  of  the  social  worker,  and  offers  an  interesting  description 
of  the  process  used  by  CVP  social  workers  in  enlisting  community  support  for  the  program.  The  report 
emphasizes  casework  with  close  and  consistent  bonds  with  patients.  Many  casework  examples  are  pro- 
vided. 

Copies  of  the  report  may  be  obtained  from  the  CVP,  Department  of  Community  Medicine,  St.  Vincent's 
Hospital,  153  West  11th  St.,  New  York,  NY  10011. 

Gambel,  Jeffrey  M.,  A.C.S.W.;  Heilbronn,  Mary,  Ph.D.;  and  Reimger,  Frederic  C,  Ph.D.,  "Hospital 
Social  Workers  Become  'Decision  Makers'  in  Nursing  Home  Placement,"  American  Health  Care  Association 
Journal,  Vol.  6,  No.  4,  July  1980,  pages  19-23. 

This  article  presents  the  results  of  a  study  conducted  by  the  authors  as  staff  of  the  social  work  department 
of  Henry  Ford  Hospital  in  Detroit,  Michigan.  Their  objective  was  to  examine  the  outplacement  activities 
of  the  social  work  department  and  their  effect  on  patients. 

Placement  in  a  nursing  home  is  a  particularly  critical  time  for  a  patient,  according  to  the  authors;  the 
higher  death  rate  during  this  period  has  been  well  documented.  Therefore,  the  role  of  the  social  worker  in 
facilitating  the  transfer  is  crucial,  and  the  authors  describe  four  major  responsibilities  in  the  outplace- 
ment process.  The  social  worker  is  responsible  for:  1)  assessing  the  patient's  need  for  nursing  home  care 
and  alternatives;  2)  liaison  and  coordinating  between  patient,  hospital,  family,  and  nursing  home; 
3)  identifying  the  appropriate  nursing  home  for  the  patient;  and  4)  arranging  a  prompt  transfer.  In  their 
study  the  authors  examined  the  social  worker  involvement  in  these  activities. 

The  study  showed  that  almost  1 1  days  passed  between  the  patient's  admission  and  referral  to  the  social 
work  department.  The  authors  stress  that  early  referral  is  important  to  allow  adequate  outplacement 
assessment;  they  criticize  this  gap.  Further,  there  was  a  similar  lengthy  gap  between  referral  and 
discharge.  The  authors  were  further  distressed  with  the  little  time  social  workers  spent  with  pa- 
tients—about an  hour  with  oriented,  and  about  a  half  hour  with  non -oriented  patients.  They  noted, 
however,  that  the  amount  of  time  spent  with  relatives  in  planning  the  transfer  was  greater  for  the  oriented 
than  the  non-oriented  patient.  The  authors  suggest  that  more  time  be  spent  with  both  groups  to  more  ef- 
fectively prepare  the  patient  and  the  family  for  transfer  to  a  nursing  home. 

The  authors  recommend  additional  study  into:  1)  the  specific  characteristics  of  social  workers  which  may 
predispose  their  effectiveness  in  outplacement,  as  well  as  their  workload;  2)  the  specific  characteristics  of 
the  patient  population  and  their  families;  and  3)  the  characteristics  of  the  hospitals  and  nursing  homes 
with  which  the  social  worker  is  dealing,  as  well  as  the  availability  of  alternatives. 
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The  authors  conclude  by  stressing  that  the  role  of  the  social  worker  will  become  increasingly  important  as 
the  aged  "at  risk"  population  increases,  and  that  social  workers  must  be  better  prepared  to  direct  effective 
outplacement  efforts. 

Hering,  Karen,  "Nursing  Home  Watchdogs,"  The  Progressive,  February  20,  1980,  pages  39-42. 

This  powerful  article  describes  the  efforts  of  consumer  advocate  organizations  to  focus  community 
pressure  on  the  nursing  home  industry  regarding  the  plight  of  many  abused  and  neglected  elderly 
Americans  who  spend  their  last  years  in  substandard  nursing  homes.  These  organizations  visit  patients, 
compile  and  investigate  complaints,  lobby  State  and  Federal  legislatures,  and  file  court  suits  on  behalf  of 
nursing  home  residents. 

The  author  points  out  that  the  nursing  home  boom  began  in  1965  with  the  passage  of  Medicaid  and 
Medicare,  which  started  the  flow  of  government  monies  into  the  nursing  home  industry.  Eighty  percent  of 
the  24,000  U.S.  homes  are  run  for  profit,  industry  revenues  have  increased  twenty-fold  since  1962,  and 
more  than  half  of  the  $12.6  billion  nursing  home  industry  revenues  are  paid  by  Medicaid  and  Medicare. 
However,  the  author  contends  that  Medicaid  and  Medicare  "barely"  cover  the  high  cost  of  long  term  care, 
leading  to  the  eviction  of  many  Medicaid  and  Medicare  patients  once  their  savings  or  coverage  runs  out. 
Financial  pressures  often  lead  to  staff  reductions,  low  wages  for  nonprofessional  workers,  and  lack  of 
necessary  supplies  and  training,  causing  patient  neglect  and  abuse.  State  nursing  home  survey  and  licens- 
ing procedures  are  described  as  weak  and  inadequate. 

Grimaldi,  Paul  L.,  "Inflation  Factors  and  Nursing  Home  Reimbursement,"  Long  Term  Care  and  Health 
Services  Administration  Quarterly,  Vol.  4,  No.  1,  March  1980,  pages  16-28. 

This  article  presents  an  interesting  analysis  of  the  determination  of  an  inflation  factor  in  nursing  home 
rate  setting  procedures.  The  author  restricts  his  discussion  of  an  inflation  factor  to  only  pure  price  in- 
creases, rather  than  cost  increases  due  to  increased  services.  Mr.  Grimaldi  analyzes  five  critical  elements 
in  inflation  factor  decision  making.  They  are:  1)  identifying  cost  centers;  2)  determining  the  relative  value 
of  each  cost  center;  3)  determining  indices  of  price  changes  within  cost  centers;  4)  developing  forecasting 
procedures  to  accomodate  future  price  increases;  and  5)  developing  procedures  to  adjust  actual  and 
forecasted  inflation  rates. 

The  author  suggests  that  cost  centers  be  established  after  serious  consideration  and  analysis.  In  defining 
cost  centers,  the  author  suggests  that:  a  timely  price  index  must  be  available;  cost  centers  must  relate  to  a 
facility's  organization;  cost  centers  must  include  similar  goods  and  services;  and,  each  center  should  be  a 
portion  of  nursing  home  expenditures.  After  cost  centers  are  defined,  Mr.  Grimaldi  recommends  they  be 
weighted  based  on  Statewide  averages,  facility  by  facility  averages,  or  group  averages.  Facilities  can  be 
grouped  by  factors  such  as  level  of  care,  bed  size,  location,  and  ownership. 

The  author  states  that  price  indices  are  the  most  important  factors  in  setting  inflation  rates.  He  stresses 
their  impact  on  increased  reimbursement,  regardless  of  what  cost  centers  are  defined.  While  price  indices 
can  be  developed  from  facilities'  experiences,  recognized  indices  such  as  the  Consumer  Price  Index  (CPI), 
Employment  Cost  Index,  and  Producer  Price  Index  can  be  used.  He  cautions  that  the  base  data  for  the 
index  be  reviewed  closely  for  their  relevance  to  the  nursing  home.  The  CPI,  for  example,  includes 
clothing  worn  by  youngsters,  sports  vehicles,  school  books,  and  alcohol,  none  of  which  are  high  use  items 
in  nursing  homes. 

Forecasting  puts  an  inflation  factor  into  future  perspective  for  setting  prospective  rates.  Forecasts  can  be 
obtained  from  several  national  sources;  however,  the  author  recommends  using  "sound  economic  ra- 
tionale and  criteria  governing  the  reliability  of  the  forecasts."  Because  forecasted  and  actual  inflation  dif- 
fer, procedures  must  be  developed  for  settlement  of  over  and  underpayment,  the  author  states.  Con- 
sideration must  be  given  to  cash  flow  problems. 

The  author  concludes  his  article  with  an  admonishment  regarding  nursing  home  expenses  to  the  Federal 
government  which  has:  "responded  to  spiraling  expenses  by  imposing  constraints  on  the  supply  side  of  the 
market";  imposed  new  and  costly  quality  of  care  regulations;  increased  Social  Security  taxes  and  wages; 
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failed  to  gain  control  over  the  nursing  home  industry;  and,  failed  to  slow  the  inflation  rate  for  the  na- 
tional economy. 

Struyk,  Raymond  J.,  Ph.D.,  "Housing  Adjustments  of  Relocating  Elderly  Households,"  The  Gerontologist, 
Vol.  20,  No.  1,  February  1980,  pages  45-55. 

This  article  presents  the  results  of  an  analysis  using  data  from  the  Survey  of  Low  Income  and  Disabled 
(SLIAD)  on  the  relocation  adjustment  of  the  elderly.  The  SLIAD  was  a  large  scale  national  survey  con- 
ducted in  1974  to  determine  the  impact  of  the  Federal  supplementary  security  income  program  on  the 
well  being  of  the  elderly.  The  author  stresses  the  importance  of  the  topic  because  of  its  relation  to  the  well 
being  of  the  elderly,  and  its  bearing  on  the  community. 

The  author  reports  that  while  there  has  been  a  significant  amount  of  research  on  the  general  subject  of 
living  arrangements  for  the  elderly,  little  has  been  done  in  the  specific  area  of  change  in  the  physical 
dwellings.  Using  multivariate  analyses  of  SLIAD  data,  the  author  reports  that  there  is  little  consistency  in 
moving  patterns  of  the  elderly.  However,  he  reports  patterns  of  change  based  on  such  factors  as:  family 
and  marital  status,  proximity  to  children,  income,  health  status,  etc.  The  report  also  analyzes  the  factors 
involved  in  changes  from  renting  to  buying  residences,  and  their  effect  on  the  elderly. 

This  author  presents  a  substantial  amount  of  his  findings,  some  highly  technical.  However,  he  makes  the 
point  that  "overall  the  results  suggest  that  the  elderly  are  making  highly  rational  housing  decisions  when 
they  relocate." 

Pepper,  Claude,  "Will  There  Be  a  Brighter  Tomorrow  for  the  Nation's  Elderly?"  USA  Today,  May  1980, 
pages  14  16. 

In  this  article,  Congressman  Pepper,  Chairman  of  the  House  Select  Committee  on  Aging,  describes  many 
of  the  major  problems  faced  by  the  elderly  which  his  committee  has  studied  during  public  hearings  con- 
ducted over  the  past  four  years.  Committee  hearings  revealed  that  the  elderly  pay  more  for  medical  ex- 
penses then  when  Medicare  began,  medical  expenses  for  the  elderly  average  three  times  more  than  for 
younger  persons,  and  Medicare  pays  less  than  half  of  a  person's  medical  expenses.  The  article  also 
discusses  many  of  the  health  services  not  covered  by  Medicare  and  deficiencies  inherent  in  the  Medicaid 
Program. 

Congressman  Pepper  also  explains  why  inflation,  housing,  crime,  malnutrition,  transportation  and  other 
energy  related  issues  (the  rising  costs  of  electricity,  home  heating  oil,  and  gas)  are  special  problems  for  the 
elderly.  Finally,  Congressman  Pepper  states  that  some  sort  of  Congressional  action  is  necessary  if  the 
Social  Security  trust  funds  are  to  remain  solvent  past  the  mid  1980s. 

Vladeck,  Bruce  C,  "Unloving  Care:  The  Nursing  Home  Tragedy,"  The  New  Republic,  April  5,  1980, 
pages  37-39. 

This  book  review  by  David  J.  Rothman,  a  Columbia  University  history  professor  and  an  author  himself, 
appraises  Vladeck's  study  of  the  United  States  nursing  home  industry.  Vladeck's  Twentieth  Century  Fund 
study  is  an  investigation  of  political  and  social  policies  and  processes  that  have  affected  the  development 
of  this  highly  profitable  industry.  The  study  begins  with  the  passage  of  the  Social  Security  Act  in  the  mid 
1930s  which  spurred  the  growth  of  small  mom-and-pop  proprietary  nursing  homes  whose  clients  often 
paid  for  their  room  and  board  with  Social  Security  checks.  The  nursing  home  boom  began  with  the 
passage  of  the  1965  Medicaid  legislation  which  started  the  flow  of  government  monies  into  the  nursing 
home  industry. 

The  study  highlights  the  fiscal  benefits  (i.e.,  tax  write  offs,  high  profits,  access  to  government  funds,  etc.) 
which  led  to  industry  growth  and  widespread  scandals,  fraud,  and  embezzlement.  Vladeck  believes  that 
such  abuses  are  inevitable  because  it  is  impossible  to  lay  down  and  enforce  reimbursement  or  health  and 
safety  standards,  as  sanctions  levied  against  violators  are  considered  too  weak.  Both  Rothman  and 
Vladeck  agree  that  conditions  could  be  improved  by  cutting  the  number  of  nursing  homes  in  half  while 


62 


increasing  the  exercise  of  professional  review.  Rothman  adds  the  concept  of  only  allowing  voluntary  agen- 
cies or  the  State  to  operate  nursing  homes,  since  Vladeck  finds  that  although  voluntary  agencies'  nursing 
homes  could  stand  great  improvements,  their  delivery  of  health  care  services  is  a  cut  above  proprietary 
homes. 

Tessaro,  Edward  J.  D.,  and  others,  "The  Response  of  Skilled  Nursing  Facilities  to  the  Federal  Requirement 
for  Medical  Direction,"  Long  Term  Care  &  Health  Services  Administration  Quarterly,  Vol.  4,  No.l,  Spring 
(March)  1980,  pages  48-63. 

This  1975  study  was  conducted  to  determine  the  extent  to  which  over  7,000  U.S.  skilled  nursing  facilities 
(SNFs)  complied  with  Medicaid  and  Medicare's  "medical  direction"  requirement.  The  manner  in  which 
"medical  direction"  is  provided  in  SNFs  indicates  that  most  SNFs  now  comply  with  this  requirement  and 
they  comply  with  it  in  several  ways,  the  authors  found.  The  study  describes  four  basic  forms  of  organiza- 
tion for  "medical  direction"  and  the  rationale  for  selecting  a  particular  form  of  organization.  The  most 
commonly  utilized  arrangement  is  with  a  physician  in  solo  practice,  who  has  had  a  previous  relationship 
with  the  facility.  Many  SNFs  have  a  multiple  physician  arrangement  with  no  one  physician  assuming  the 
responsibility  of  medical  director.  "Government"  facilities  have  the  most  varied  type  of  arrangements, 
while  "for  profit"  facilities  have  the  most  homogeneous  type  of  arrangements,  usually  an  individual  physi- 
cian serving  as  a  medical  director.  Agreement  costs  range  from  "no  cost"  to  more  than  $500  a  month, 
with  small  facilities  usually  paying  less  than  large.  The  most  costly  arrangements  were  those  with  medical 
schools  and  medical  societies. 

The  authors  found  that  compliance  with  this  requirement  does  not  necessarily  impact  positively  on  a 
SNF's  delivery  of  health  care  services.  The  investigators  conclude  that  no  one  arrangement  is  better  than 
any  other  and  the  choice  of  the  most  appropriate  arrangement  for  a  facility  should  be  governed  by  four 
factors:  (1)  the  facility's  needs;  (2)  the  facility's  resources;  (3)  the  community's  resources;  and  (4)  an  ap- 
praisal of  the  options  available. 

"A  Survey  of  Long  Term  Care  Pharmacy  Operations,"  American  Society  of  Consultant  Pharmacists  and  Eli 
Lilly  and  Company,  1980. 

This  survey  summarizes  responses  of  230  long  term  care  pharmacy  providers,  covering  110,987  patients, 
or  about  8.5  percent  of  the  nation's  1.3  million  nursing  home  residents.  Highlights  of  the  survey  indicate 
that:  in  addition  to  prescriptions,  pharmacies  provide  medical  supplies  and  equipment  to  nursing  homes, 
averaging  sales  of  $35-45  per  patient  annually;  unit  dose  or  modified  unit  dose  drug  distribution  systems 
are  frequently  used  by  pharmacies  serving  nursing  homes;  and,  pharmacists  spend  about  three  hours  per 
100  patients  per  week  performing  consultant  activities  in  such  facilities.  The  survey  emphasizes  this  ex- 
panding role  and  responsibility  of  consultant  pharmacists  in  the  long  term  care  setting. 

This  publication  can  be  obtained  by  writing  ASCP,  2300  Ninth  Street  South,  Arlington,  VA  22204,  and 
including  $.41  postage  and  a  preaddressed  mailing  label. 

Home  Health  Line  Decade  Report — 1980,  Home  Health  Line,  976  National  Press  Building,  Washington, 
D.C.  20045. 

"Home  Health  Line"  is  a  Washington  newsletter  focusing  on  home  care  service  programs,  legislation,  and 
regulations.  In  this  special  report,  the  HHL  editors  compile  legislative  and  regulatory  history  of  the  1970s. 
They  predict  home  care  expansion  in  the  upcoming  decade.  Included  in  16  tables  are  Medicaid  and 
Medicare  data  for  home  health  recipients  and  expenditures  by  State,  and  a  national  diagnostic  profile  for 
Medicare  home  health  beneficiaries. 

Subscription  rates  and  information  about  this  report  are  available  from  Home  Health  Line,  976  National 
Press  Building,  Washington,  D.C.  20045;  telephone  (202)  347-5082. 
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Tehan,  Claire  B.,  "Standards  for  Hospice  Address  Definition  and  Quality  Concerns,"  Hospital  Forum,  Vol. 
23,  No.  1,  January /February  1980,  page  16. 

To  address  two  potential  problems  with  the  hospice  movement,  the  National  Hospice  Organization 
(NHO)  has  developed  standards  that  will  serve  to  both  define  a  hospice  program  and  function  as  a  basis 
for  an  eventual  accreditation  and  licensure  system.  Since  "hospice"  has  been  used  to  describe  many  pro- 
grams that  actually  offer  traditional  care  for  dying  patients,  the  NHO  expects  these  standards  will  inform 
consumers  about  differences  in  hospice  from  other  types  of  care,  "and  eliminate  the  possibility  of  State 
health  departments,  regulatory  agencies,  and  third  party  payors  from  constructing  their  own  version  of 
hospice,"  explains  Tehan.  The  NHO  will  be  challenged  with  developing  an  accreditation  and  licensure 
process  flexible  enough  to  encourage  a  variety  of  models  that  will  reflect  the  particular  needs  of  the  com- 
munity, she  believes.  Tehan  also  comments  on  reimbursement  problems  for  hospices,  and  NHO  efforts  to 
interest  third  party  payors. 

Dellabough,  Robin,  "Four  Models  of  Hospice  Care,"  Hospital  Forum,  Vol.  23,  No.  1,  January/ February 
1980,  pages  6-10. 

Four  models,  represented  by  hospices  in  northern  California,  are  detailed  in  this  article.  These 
models  — in-hospital,  free  standing,  home  care,  and  case  manager —  support  a  common  purpose,  but  their 
features  are  diverse. 

Some  of  the  unique  characteristics  of  the  California  hospices  are:  1)  the  in-hospital  unit  uses  existing 
hospital  personnel,  attempting  to  increase  the  skills  of  physicians  and  nurses  in  caring  for  the  terminally 
ill;  2)  the  free  standing  model,  (a  licensed  intermediate  care  facility),  grew  out  of  a  cancer  self-help 
group;  now  part  of  the  hospice,  the  group  provides  psychological  support  for  the  nonterminally  ill;  3)  the 
hom«:  care  model,  (a  certified  home  health  care  agency),  sponsors  seminars,  conferences  and  workshops  to 
teach  other  professionals  nationwide  about  hospices;  and  4)  the  case  manager  model,  another  "hospice 
without  walls,"  contracts  with  local  agencies  in  an  effort  to  coordinate  and  redefine  existing  services, 
rather  than  provide  services.  According  to  its  executive  director,  this  San  Francisco  hospice  is  uniquely 
appropriate  because  the  city  has  a  higher  than  average  percentage  of  empty  hospital  beds. 

Financially,  the  in-hospital  unit  is  available  only  to  its  area  hospital  health  plan  members;  the  free  stand- 
ing facility  does  not  charge  for  its  services,  but  depends  on  grants  and  private  donations.  Both  the  free 
standing  and  home  care  models  received  HCFA  grants  to  become  pilot  projects  in  California. 

Included  in  the  article  are  annotations  of  four  publications  on  hospice. 

Holden,  Constance,  "The  Hospice  Movement  and  Its  Implications,"  The  Annals  of  the  American  Academy 
of  Political  and  Social  Science,  Vol.  447,  January  1980,  pages  59-63. 

The  hospice  movement,  rooted  in  England,  is  growing  fast  in  America;  some  150  hospices  now  operate  in 
40  States,  and  an  equal  number  are  planned.  However,  it  is  unclear  whether  the  cultural  principles  that 
make  hospices  work  in  England  can  be  successfully  incorporated  into  the  American  medical  care  struc- 
ture. Aside  from  emphasis  on  pain  control,  English  hospice  success  comes  from  "the  atmosphere  created 
by  constant  attention  from  the  staff  and  volunteers  who  spend  much  time  just  listening  and 
hand-holding."  The  English  hospices  do  not  stress  psychiatry,  rather  they  believe  that  close  human  con- 
tacts are  all  that  is  needed  to  help  a  person  come  to  terms  with  impending  death.  Hospice  staff  in  Great 
Britain  think  in  terms  of  "not  constant  pain,  but  constant  relief  of  pain."  And  a  chapel  is  usually  an  in- 
tegral part  of  a  hospice. 

American  hospices  offer  patients  home  care  and  free  standing  models,  but  the  author  asserts  it  has 
become  clear  that  hospital  based  facilities,  a  third  model,  are  necessary  because:  1)  they  permit  continuity 
of  care,  one  of  the  tenets  of  government  funded  medicine;  2)  patients  may  be  better  served  by  procedures 
available  only  in  hospitals;  and  3)  hospitals  are  the  nucleus  of  first  class  medical  talent. 

The  author  notes  philosphical  contributions  of  hospices;  primarily  for  terminal  cancer  patients,  such  care 
is  applicable  to  all  areas  of  health  care,  including  preventive  medicine.  Hospice  care  affects  not  only  the 
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patient,  but  the  health  care  providers,  and  emphasizes  the  importance  of  treating  the  whole  person, 
rather  than  just  the  disease. 

Gentry,  Margaret,  "The  Inner-City  Hospital  Battle,"  The  Nation,  March  15,  1980,  pages  301-303. 

Describing  the  increasing  movement  to  close  urban  hospitals  which  primarily  serve  the  inner  city  poor, 
the  author  states  that  "...  the  nation's  budget  cutting  fever  has  hit  hospitals  hard  — and  justifiably  so 
because  many  are  poorly  managed  and  inefficient  and  their  costs  have  soared."  Because  of  bed  surplus  in 
such  metropolitan  areas  as  San  Antonio,  New  York,  and  St.  Louis,  some  hospitals  are  half  empty.  An 
AHA's  Journal  survey  revealed  that  26.8  percent  of  the  hospitals  that  closed  did  so  for  economic  reasons 
while  others  closed  because  of  low  occupancy  or  other  situations  that  could  lead  to  bankruptcy. 

The  Coalition  of  American  Public  Employees  estimates  that  40  million  Americans  have  little  or  no  private 
insurance  and  cannot  qualify  for  Medicaid.  For  example,  Chicago's  Cook  County  Hospital,  the  third 
largest  municipal  hospital  in  the  nation,  has  been  operating  at  a  deficit  estimated  at  between  $60  and 
$100  million,  primarily  because  41  percent  of  the  patients  served  fall  into  the  category  of  working  poor 
who  earn  too  little  to  pay  the  bills,  but  too  much  to  qualify  for  Medicaid. 

The  author  finds  that  "the  bed  surplus  plaguing  the  hospital  industry  is  a  product  of  poor  planning  and 
overbuilding  in  the  1950s  and  1960s,  and  changing  medical  practices,  which  emphasized  outpatient  care 
over  hospitalization  in  the  1970s."  The  closing  of  many  inner  city  hospitals  is  being  fought  in  the  courts 
without  great  success.  As  one  government  civil  rights  lawyer  remarked,  "There  are  plenty  of  people  who 
will  tell  you  that  inner  city  residents  and  hospitals  which  serve  them  are  in  for  hard  times  indeed." 

Wehr,  Elizabeth,  "Hospitals  Hurting,  Ask  Congress  for  Help,"  Congressional  Quarterly,  March  22,  1980, 
pages  805-808. 

This  article  discusses  the  critical  need  for  additional  funds  for  public  and  some  private  hospitals  which 
service  11  to  25  million  Americans  who  lack  insurance  coverage.  Hospitals  such  as  Cook  County  Hospital 
in  Chicago,  Jackson  Memorial  in  Miami,  and  Grady  Memorial  in  Atlanta  are  in  financial  trouble  because 
many  of  their  patients  can't  pay  their  bills.  An  exodus  of  paying  patients  to  suburban  hospitals  has  left 
large  public  general  hospitals  and  charitable  private  institutions  with  an  increasing  number  of  nonpaying 
patients.  In  addition,  the  cost  of  providing  health  care  for  an  estimated  three  to  six  million  illegal  im- 
migrants is  draining  funds  from  hospitals  in  New  York,  Chicago,  Los  Angeles,  and  many  southwestern 
States.  Inflation,  shrinking  local  tax  bases  leading  to  reduced  Medicaid  payments,  and  certain  cost  con- 
trol efforts  also  impact  on  hospital  budgets,  as  do  improper  hospital  management  procedures  (i.e.,  ineffi- 
cient record  keeping,  billing,  and  purchasing  procedures). 

Without  Federal  financial  bailout,  many  hospitals  providing  medical  treatment  for  the  poor  may  be 
forced  to  drop  some  critical  services  or  possibly  even  close  their  doors.  Congress  has  begun  a  series  of  hear- 
ings searching  for  acceptable  solutions.  The  article  concludes  with  a  brief  discussion  of  some  of  the  major 
options  under  consideration.  The  author  does  not  envision  any  long  term  solutions  being  adopted  this 
year. 

"Hospitals  in  the  Same  Area  Often  Pay  Widely  Different  Prices  for  Comparable  Supply  Items,"  U.S. 
General  Accounting  Office,  HRD-80-35,  January  21,  1980. 

GAO  set  out  to  determine  prices  paid  for  routine  hospital  supplies,  and  whether  these  prices  varied 
significantly  for  the  same  or  similar  items  within  the  same  geographical  area.  (Routine  supply  items  in- 
cluded drugs,  food,  surgical  items,  medical  gases,  and  various  solutions.)  In  the  course  of  this  study,  GAO 
reviewed  routine  purchasing  in  37  hospitals  in  six  cities  and  found  significant  differences  — some  hospitals 
paid  more  than  double  the  price  paid  by  other  hospitals;  for  several  items  some  hospitals  paid  more  than 
three  times  the  price  paid  by  another  area  hospital.  Bread,  for  example,  ranged  from  $.52  to  $.47  for 
hospitals  in  the  same  area. 

Based  on  their  findings,  GAO  recommended  that  Medicare  intermediaries  assist  hospitals  to  avoid  paying 
excessive  prices  for  routinely  purchased  items.  For  example,  an  intermediary  might  gather  price  informa- 
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tion  on  certain  items  from  hospitals  in  an  area,  communicate  the  information  to  the  hospitals  it  services, 
and  periodically  monitor  the  purchases  of  those  items.  In  addition,  GAO  identified  five  such  items  which 
offered  potential  aggregate  savings  of  about  $150,000  for  hospitals  in  two  or  more  cities. 

GAO  also  presents  HHS,  American  Hospital  Association,  and  Trade  Association  comments.  This  report 
offers  fiscal  insights  to  controlling  such  costs  to  Medicare  and  Medicaid  managers  who  oversee  the  pay- 
ment of  about  40  percent  of  the  nation's  hospital  costs.  Single  copies  of  this  publication  are  available  free 
of  charge  from  the  U.S.  General  Accounting  Office,  Distribution  Section,  Room  1518,  441  G  Street, 
N.W.,  Washington,  D.C.  20548. 

"In  Pursuit  of  Gap-Fillers,"  Perspective,  1979,  Spring,  pages  7-14. 

This  is  another  article  on  the  subject  of  "Medigap,"  or,  health  insurance  used  to  fill  the  gap  between  what 
the  Medicare  program  pays  and  what  the  Medicare  beneficiary  pays.  The  author  asserts  that  the  gaps  in 
Medicare  coverage  were  probably  intentionally  built  into  the  original  legislation  to  reduce  overall 
Medicare  expenditures,  and  to  discourage  overuse  of  services.  But,  the  subject's  popularity  increases  as 
various  investigators  discover  more  and  more  abuses  perpetrated  on  the  nation's  elderly  through  scare  tac- 
tics, high  pressure,  and  other  actions  by  some  unscrupulous  insurance  companies  and  agents. 

The  article  presents  highlights  of  a  report  prepared  by  Senator  Claude  Pepper  (D-Fla.)  who  heads  a  con- 
gressional study  of  so  called  "gap"  insurance.  Senator  Pepper  reports  that  a  little  over  60  percent  of 
America's  elderly  have  supplemental  insurance  policies,  and  spend  $4  billion  annually  for  them. 
Although  most  insurance  companies  are  reputable,  the  report  concludes,  reviewing  the  companies'  loss 
ratios  gives  a  good  indication  as  to  the  dollars  returned  to  the  insured.  The  better  commercial  companies 
return  about  90  percent  of  their  premiums  to  their  insured;  some  others  return  as  low  as  20  percent,  the 
article  reports. 

The  article  further  describes  several  State  and  Federal  activities  focusing  on  this  important  subject.  States 
are  beginning  to  regulate  the  industry  in  this  area.  Wisconsin,  for  example,  is  revoking  agents'  licenses  for 
"questionable"  tactics.  The  Federal  Trade  Commission  is  embarking  on  a  study  to  determine  the  effec- 
tiveness of  regulation  on  the  insurers  and  insured. 

Senator  Pepper's  recommendations  after  studying  the  problems  for  six  months  were:  1)  give  companies 
selling  supplementary  policies  the  option  of  submitting  to  certification;  2)  enact  a  new  Part  C  to  Medicare 
so  beneficiaries  could  buy  government  provided  supplementary  insurance;  3)  expand  Medicare  to  pay  for 
health  maintenance  organization  enrollment  for  beneficiaries;  and  4)  have  States  adopt  minimum  loss 
ratios  for  companies  within  their  control  to  ensure  more  insurance  money  being  returned  to  insureds.  In- 
terestingly, Congress  recently  passed  P.L.  96-265  requiring  HHS  to  certify  Medigap  policies  meeting  cer- 
tain standards  in  those  States  that  do  not  have  comparable  or  higher  standards.  The  program  will  become 
effective  in  1982,  in  States  not  having  Medigap  standards  equivalent  to  the  National  Association  of  In- 
surance Commissioners'  standards. 

"How  Did  Medicare  Get  The  Way  It  Is?"  Perspective,  Vol.  14,  No.  1,  Spring  1979,  pages  15-18. 

This  brief  article  examines  the  thinking  of  Congress,  unions,  the  Social  Security  Administration,  and 
health  professionals  during  the  period  when  the  1965  Medicare  law  was  being  drafted.  The  article  in- 
dicates Congress  recognized  that  the  deductibles  and  coinsurance  built  into  the  law  serve  two  purposes: 
they  hold  down  program  costs  by  having  beneficiaries  assume  part  of  their  own  health  expenses,  and  they 
(hopefully)  hold  down  excess  utilization  by  limiting  demand  until  benefits  exceed  beneficiary  out  of 
pocket  expenses.  The  article  also  explains  how  deductibles  and  coinsurance  are  computed  and  discusses 
the  rationale  behind  some  Medicare  covered  health  services  and  how  the  program  is  financed. 

• 

"Sharing  Health  Care  Costs,"  National  Center  for  Health  Services  Research,  Research  Proceedings  Series, 
HEW,  Public  Health  Service,  Publication  No.  PHS  79-3256,  February  1980. 

This  report  of  an  international  seminar  in  Switzerland  in  March,  1979,  attended  by  health  service  experts 
from  12  countries,  discusses  cost  sharing  and  the  problems  of  containing  health  care  costs  while  trying  to 
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assure  the  quality,  quantity,  and  distribution  of  health  services.  The  report  reviews  present  experiences 
concerning  the  development  of  health  care  costs  and  financing;  the  role  of  health  insurance  and  institu- 
tional relationships  between  public  and  private  health  insurance  policies;  compares  individual  consumer 
and  payor  expectations  of  health  care  services;  discusses  and  evaluates  the  impact  of  cost  sharing  policies 
on  health  care  services  growth  and  development;  suggests  ways  of  improving  consumer  participation  in 
the  decision  making  process;  and  discusses  possible  alternative  new  patterns  of  providing  health  in- 
surance. This  report  illustrates  the  degree  to  which  health  problems  and  policies  are  shared  beyond  na- 
tional boundaries  and  suggests  solutions  that  could  have  utility  beyond  such  boundaries.  Included  in  the 
report  are  several  papers  presented  at  the  seminar  and  resumes  of  seminar  workshops. 

Ballantine,  Thomas  H.,  Jr.,  "The  Role  of  Government  in  Health  Care  Delivery  in  the  1980's,"  Vital 
Speeches  of  the  Day,  Vol.  46,  No.  9,  February  15,  1980,  pages  258-260. 

This  reprint  of  a  January,  1980  speech  examines  the  views  of  the  Secretary-Treasurer  and  Secretary  of  the 
AMA  Board  of  Trustees  concerning  the  Federal  government's  role  in  the  delivery  of  health  care  during 
the  1980s.  Mr.  Ballantine  discusses  opposing  sets  of  factors  towards  enlarging  and  containing  the  Federal 
role  and  concludes  that,  because  of  government  overregulation  and  bureaucracy,  private  sector  initiatives 
can  more  effectively  control  rising  health  care  costs.  The  author  states  that  rising  health  care  costs  affect 
present  health  care  planning  as  well  as  planning  for  National  Health  Insurance.  Mr.  Ballantine  also  con- 
tends that  the  private  health  sector's  voluntary  effort  towards  cost  control  has  been  successful  and  the  sav- 
ings realized  have  been  achieved  without  any  reduction  in  the  quality  or  accessibility  to  health  care  or  any 
increase  in  "administrative  apparatus." 

Lindsay,  Cotton  M.,  and  others,  "The  British  Experience,"  National  Health  Issues,  Roche  Laboratories, 
March  1980. 

This  critique  of  the  British  National  Health  Service  (NHS)  was  made  under  a  grant  from  Roche 
Laboratories,  a  division  of  Hoffman -LaRoche,  Inc.  Evaluation  of  the  NHS  experience  is  significant  since 
it  suggests  issues  for  consideration  by  the  various  sponsors  of  national  health  insurance  legislation.  The  30 
years  before  establishment  of  the  NHS  in  1948  are  recognized  as  a  period  in  Britain  when  health  care 
became  regarded  as  a  right  owed  by  government  to  its  citizens  and  the  government  acknowledged  respon- 
sibility for  allocating  medical  resources.  After  32  years  of  NHS  operation,  the  authors  find  that  govern- 
ment intervention  did  not  improve  public  access  to  medical  care  and  they  question  whether  a  government 
agency  can  allocate  medical  resources  better  than  the  market  it  replaces.  Various  statistical  studies  reveal 
that  the  wait  for  hospitalization  functions  much  like  price  in  an  open  market,  i.e.,  the  more  remote  the 
expected  date  of  admission,  the  lower  the  value  of  the  service.  The  writers  conclude,  however,  that  even  if 
the  bureaucracy  exactly  follows  legislative  guidance,  the  results  will  be  inferior  to  those  created  by  an 
open  competitive  market. 

One  of  the  greatest  problems  currently  confronting  NHS  is  the  increasing  emigration  of  British  physi- 
cians, with  studies  showing  the  loss  of  300  or  more  doctors  a  year.  Medical  careers  have  lost  their  attrac- 
tiveness since  doctors  are  now  considered  severely  underpaid.  NHS  medical  facilities  have  dispropor- 
tionately large  numbers  of  foreign  trained  doctors  since  they  will  supply  medical  attention  at  lower  prices. 
As  one  British  G.P.  stated:  "The  criterion  for  wage  and  salary  scales,  and  for  conditions  of  employment , 
have  been  the  lowest  that  could  be  paid  without  provoking  open  rebellion." 

Finally,  the  writers  state  that  NHS  supporters  have  been  generally  unresponsive  to  criticism  and  resistant 
to  reform.  With  an  increasing  readiness  by  the  British  to  pay  for  private  insurance,  studies  reveal  that  two 
out  of  three  full  time  British  workers  indicate  that  they  would  like  private  insurance  as  an  occupational 
benefit.  The  critique  concluded  that  in  the  next  30  years,  British  leadership  will  have  to  acknowledge  the 
viability  of  private  medicine  and  that  NHS  will  be  "a  noble  dream  that  faded  and  failed." 
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Comanor,  William  S.,  National  Health  Insurance  in  Ontario:  The  Effects  of  a  Policy  of  Cost  Control, 
American  Enterprise  Institute  for  Public  Policy  Research,  1150  Seventh  Street,  N.W.,  Washington,  D.C. 

20036. 

This  pamphlet  examines  the  implications  for  U.S.  public  policy  of  the  experiences  of  Canada's  most 
populated  province,  Ontario,  since  it  adopted  national  health  insurance  in  1969.  To  reduce  health  care 
costs  that  rose  rapidly  due  to  health  expenditures  that  increased  sharply  after  1969,  Ontario  adopted  a 
policy  to  limit  the  supply  of  hospital  beds  and  physicians.  The  pamphlet  discusses  why  these  measures 
were  considered  necessary,  the  impact  of  these  measures  on  patients  and  physicians,  and  what  they  in- 
dicate regarding  Ontario's  health  insurance  plan.  Also  analyzed  is  the  effect  of  national  health  insurance 
on  the  supply  and  demand  characteristics  of  the  medical  services  market,  the  policy  measures  adopted 
and  their  advantages  and  disadvantages. 

The  author  finds  that  the  number  of  physician  specialists  has  a  larger  impact  on  the  volume  of  physician 
and  hospital  services  utilized  than  the  number  of  general  practitioners  has.  The  author  believes  Ontario's 
national  health  insurance  plan  removed  all  financial  constraints  on  demand,  which  led  to  government 
control  of  the  quantity  and  quality  of  medical  care,  a  model  the  U.S.  should  not  follow  because  of  its 
negative  affects  on  the  delivery  of  patient  health  services. 

"State  Innovations  in  Health,"  Intergovernmental  Health  Policy  Project,  George  Washington  University, 
Suite  505,  1919  Pennsylvania  Avenue,  N.W.,  Washington,  D.C.  20006,  March  30,  1980. 

This  is  a  cooperative  effort  between  the  National  Conference  of  State  Legislatures  (NCSL),  the  official 
representative  of  the  nation's  State  legislators  and  their  staffs,  and  the  Intergovernmental  Health  Policy 
Project  at  George  Washington  University,  a  research  program  funded  by  HCFA  to  investigate  State 
government's  health  laws  and  programs. 

This  publication  includes  speeches  given  by  various  State  and  Canadian  provincial  officials  to  an  NCSL 
conference  concerning  innovative  State  programs  to  contain  health  care  costs,  addresses  gaps  in  health  in- 
surance coverage,  and  the  geographic  and  specialty  maldistribution  of  health  practitioners.  Many  of  the 
speakers  point  out  that  the  State  level  of  government  can  play  a  major  role  in  making  the  health  care 
system  more  accessible  and  more  cost  effective,  and  that  State  governments  probably  have  the  capacity 
for  greater  experimentation  and  more  local  responsiveness  than  the  Federal  government. 

Office  of  Inspector  General  Annual  Report ,  January  1,  1979-December  31,  1979,  Department  of  Health 
and  Human  Services,  March  31,  1980. 

This  report  details  significant  financial  and  management  audit  findings  in  HHS  for  calendar  year  1979. 
Medicare  audits  covered  contractor  administrative  costs,  payment  systems  and  interim  payment  rates.  In 
the  Medicaid  area,  audits  concentrated  on  assessing  the  adequacy  of  controls  over  claims  processing 
systems  in  27  States.  Also  highlighted  are  State  Medicaid  Fraud  Control  Units;  currently  29  are  certified. 
For  free  single  copies  of  the  report,  write  to  the  Office  of  Inspector  General,  Department  of  Health  and 
Human  Services,  Washington,  D.C.  20201. 

"Medicaid  1978-1979,  An  Annual  Report  of  Medical  Assistance  for  Low  Income  Residents  in  North 
Carolina,"  North  Carolina  Department  of  Human  Resources,  Division  of  Medical  Assistance. 

North  Carolina's  Division  of  Medical  Assistance  published  this  report  to  inform  the  State's  taxpayers  how 
the  Medicaid  program's  money  was  spent  and  who  that  program  covered  during  Fiscal  Year  1979.  In- 
cluded are  diagrams  and  pie  charts  indicating  numbers  of  recipients  served  by  eligibility  category, 
percentage  of  expenditures  by  age  and  race,  total  payments  to  providers,  and  various  settings  where 
dollars  were  spent.  The  report  highlights  North  Carolina's  EPSDT  program,  which  screened  37  percent  of 
its  eligible  children,  compared  to  the  national  average  of  25  percent.  Also  explained  briefly  are  the  Divi- 
sion's claims  processing,  fraud  and  abuse  control,  and  third  party  liability  programs.  To  obtain  copies 
write:  State  of  North  Carolina,  Department  of  Human  Resources,  Division  of  Medical  Assistance,  In- 
surance Building,  336  Fayetteville  Street  Mall,  Raleigh,  North  Carolina  27601,  attention:  Patsy 
Slaughter;  or  call  (919)  733-6964. 


Kellogg  Project  Staff  Studies,  American  Osteopathic  Association  Task  Force  on  Graduate  Osteopathic 
Medical  Education,  Faverman,  Gerald  A.,  Ph.D.,  Project  Director,  November  21,  1979. 

This  group  of  seven  studies  funded  by  a  Kellogg  Foundation  grant  describes  projected  changes  in  the  field 
of  osteopathy  during  the  next  decade.  These  studies  concerning  Doctors  of  Osteopathy  (D.O.s)  cover, 
among  other  subjects,  expected  changes  in  the  number  of  female  D.O.s,  geographic  distribution,  ages  of 
D.O.s,  and  D.O.  specialty  distribution.  A  70  percent  increase  in  the  number  of  osteopaths,  from  18,000 
to  30,000,  is  predicted,  as  is  a  drop  in  average  practitioners'  age  from  48.2  years  to  43.1  years  and  an  in- 
crease in  the  percentage  of  female  D.O.s  from  18  percent  to  24.4  percent.  Copies  of  these  studies  can  be 
obtained  from  the  American  Osteopathic  Association's  Public  Relations  Department,  212  East  Ohio 
Street,  Chicago,  Illinois  60611. 

Gonnella,  J.  S.,  M.D.,  and  Herman,  M.  W.,  Ph.D.,  "Continuity  of  Care,"  The  Journal  of  the  American 
Medical  Association,  Vol.  243,  No.  4,  January  25,  1980,  pages  352-354. 

"Continuity  of  care  is  of  value  only  to  the  extent  that  it  has  an  impact  on  outcomes  of  care,  the  prevention 
or  reduction  of  physical,  mental,  or  social  disabilities,  the  satisfaction  of  patients,  and  the  costs  of  care." 
With  this  as  the  basis  for  discussion,  the  authors  submit  that  research  studies  on  continuity  of  care  should 
include  patients  with  a  broad  range  of  social  characteristics,  and  should  compare  different  kinds  of 
medical  care  settings.  Also,  costs  as  well  as  benefits  should  be  measured.  The  authors  describe  an  "ac- 
countability model"  designed  to  evaluate  how  physicians,  medical  care  settings,  patients,  and  the  local 
community  contribute  to  the  process  of  providing  medical  care  services.  This  model  also  provides  a 
framework  for  evaluating  other  aspects  of  the  health  care  process.  Finally,  three  principles  should  be 
followed  to  determine  relationships  between  continuity  of  care  and  health  outcomes:  1)  health  status  must 
be  measured  before  and  after  care;  2)  measures  of  health  outcomes  must  be  appropriate;  and  3)  potential 
effects  of  factors  extrinsic  to  medical  care  must  be  considered. 

1979  Report  of  the  Advisory  Council  on  Social  Security  Submitted  to  the  Congress,  Commissioner's  Bulletin, 
Social  Security  Administration,  Number  15,  December  31,  1979. 

The  1979  Advisory  Council  on  Social  Security  recommended  establishment  of  a  separate  advisory  council 
to  periodically  review  the  Medicare  and  Medicaid  programs.  The  Council  stated:  "None  of  the  councils 
appointed  since  the  Medicare  program  was  enacted  has  been  able  to  comply  fully  with  the  requirement  to 
report  on  the  hospital  and  supplementary  medical  insurance  programs.  This  council  is  no  exception." 

The  1979  Council  reviewed  Medicare  benefits  "only  briefly,"  but  spent  "considerable  time"  studying 
Medicare  financing.  Projections  indicate  that  the  hospital  insurance  trust  fund  will  be  depleted  by  about 
1992  under  current  financing  arrangements.  Therefore,  this  Council  recommended  that  beginning  in 
1980  the  hospital  insurance  program  should  be  financed  through  earmarked  portions  of  the  personal  and 
corporation  income  taxes,  that  part  of  the  current  hospital  insurance  payroll  tax  be  allocated  to  the  old 
age,  survivors'  and  disability  cash  benefits  programs,  and  that  the  balance  of  the  hospital  insurance 
payroll  tax  should  be  repealed.  This  Council  stated  that  since  hospital  insurance  is  related  to  medical  care 
received  rather  than  to  prior  earnings,  it  is  not  logical  to  finance  this  program  with  a  payroll  tax  on  earn- 
ings. 

The  Council  also  recommended  work  incentives  under  the  disability  insurance  and  the  SSI  disability  pro- 
grams which  would  affect  Medicare  or  Medicaid  entitlement.  The  recommended  changes  were:  extend 
Medicare  benefits  for  three  years  after  the  worker  stops  receiving  cash  disability  benefits  unless  termina- 
tion was  due  to  medical  recovery;  permit  immediate  entitlement  to  Medicare  when  a  worker  becomes 
reentitled  to  disability  benefits,  without  having  to  fulfill  a  second  24  month  waiting  period;  extend 
Medicaid  entitlement  for  three  years  following  SSI  disability  benefit  termination  caused  by  increased 
earnings.  (The  first  two  recommendations  are  addressed  in  the  Social  Security  Disability  Amendments  of 
1980.) 

The  Council  indicated  that  they  spent  more  time  considering  the  way  social  security  benefits  are  paid  to 
women  then  on  any  other  issue.  Two  limited  proposals  were  endorsed  by  a  narrow  majority  of  the  Coun- 
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cil:  permit  persons  divorced  after  at  least  10  years  of  marriage  to  receive  retirement  benefits,  based  on 
shared  earnings  from  the  years  they  were  married;  permit  aged  widows  and  widowers  to  receive  benefits 
based  on  the  couple's  combined  earnings.  The  Council  concluded  that  before  a  full  scale  earnings  sharing 
plan  is  adopted,  it  should  be  more  widely  debated  and  understood  by  those  potentially  affected. 

Additional  recommendations  include  extending  social  security  coverage  to  Federal,  State,  and  local 
governments  and  nonprofit  institutions  and  making  half  of  a  person's  social  security  benefits  subject  to 
taxation. 

Nellis,  Muriel,  "The  Hidden  Curriculum,"  MS,  March  1980,  pages  13-15. 

The  author  reports  that  between  two  thirds  and  three  quarters  of  psychoactive  drug  prescriptions,  in- 
tended to  elevate  or  decrease  functional  activity,  are  issued  to  women.  The  negative  aspects  of  these  drugs 
include:  dependence,  tolerance  to  amount  which  may  cause  need  to  increase  dosage,  withdrawal  symp- 
toms with  decreased  or  discontinued  intake,  and  body  or  system  retention,  particularly  in  the  brain  and 
blood  stream.  Information  in  this  article  is  included  in  a  soon  to  be  released  book  by  the  author  titled  The 
Female  Fix. 

The  author  states  that  the  public  is  "captive  to  the  notion  that  individual  and  public  health  is  well 
guarded:  that  ethics,  professionalism,  and  effective  oversight  regulations  prevail."  However,  she  discloses 
that  the  Food  and  Drug  Administration  (FDA)  "at  its  topmost  levels  is  often  peopled  by  those  who  had  just 
previously  been  employed  by  some  of  the  major  pharmaceutical  manufacturing  companies."  The  author 
asserts  that  the  "FDA  is  a  passive  government  agency"  with  a  limited  mandate  to  monitor  and  no  authori- 
ty to  require  the  drug  industry  to  report  toxicity  or  adverse  reactions.  Remedial  action  by  FDA,  such  as 
changes  in  labeling  or  standards  of  use,  is  generally  taken  only  when  a  preponderance  of  evidence  exists. 

A  1971  report  to  the  Commissioner  of  Food  and  Drugs  by  the  ad  hoc  advisory  Ritts  Committee  concluded 
that  "scientific  evidence  was  awarded  a  low  status  among  the  factions  in  FDA  decision  making  and  in  the 
absence  of  adequate  science,  politics  governed  the  decision  results."  In  addition,  FDA  essentially  makes  a 
determination  regarding  the  benefits  of  a  drug  and  its  relationship  to  possible  risks  based  on  information 
and  testing  provided  or  secured  by  the  drug  industry. 

Public  relations  activity  of  the  drug  industry  has  potential  long  range  influence.  A  handsomely  produced 
news  kit  titled  "The  Consequences  of  Stress:  The  Medical  and  Social  implications  of  Prescribing  Tran- 
quilizers," produced  under  the  seal  of  a  prominent  university,  was  in  fact  funded  by  the  drug  company 
which  produces  the  most  widely  prescribed  tranquilizers.  The  industry  provides  universities  and  colleges 
with  grants,  scholarship  funds,  equipment,  and  lectures  while  medical  students  receive  gift  supplies  such 
as  medical  kits,  stethoscopes,  specialized  text  books,  summer  job  offers,  and  grants  for  research  projects. 
Interestingly,  the  Physician's  Desk  Reference  to  Pharmaceutical  Specialties  and  Biologicals,  considered 
the  bible  of  practitioners,  is  supported  and  paid  for  by  manufacturers  of  the  described  products. 
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MEDICAID/MEDICARE  MANAGEMENT 

INSTITUTE 


ORDER  FORM 


For  MMMI  reports  available  to  personnel  who  are  directly  concerned  with  the  Medicaid  and  Medicare  pro- 
grams: 

□  Data  on  the  Medicaid  Program:  Eligibility /Services /Expenditures,  1979  Edition,  Revised 

□  Tailoring  Health  Services  to  Individual  Needs  —  Dallas  Conference,  September  27-29,  1978 

□  Managing  Change— State  Medicaid  Directors'  Mid  Year  Conference,  Atlanta,  December  1-2,  1978 

□  Eleventh  Annual  Conference  of  State  Medicaid  Directors,  San  Diego,  April  3-5,1979 

□  Special  Report:  Some  State  and  Federal  Perspectives  on  Medicaid 

□  Catalogue  of  State  Materials,  June  1980 

□  Avoiding  Erroneous  Payments  in  State  Medicaid  Programs 

□  Medicaid:  1973-1979— A  Selected  Annotated  Bibliography 

□  Third  Party  Liability  Workshop  Papers  — May  and  June,  1979 

□  State  Medicaid  Directors'  Mid-Year  Conference — Improving  The  HCFA  State  Partnership,  Orlando, 
November  14-16,  1979 

□  Medicare  Contractors'  Conference  Report— Dallas,  March  10-11,1980 

□  Guide  to  Third  Party  Liability 

□  Medicaid    Management    Information    System    (MMIS)    Benefits    to    Management  Conference 
R eport— Louisville,  April  14-16,  1980 

Name: 

Position  Title: 
Agency: 
Address : 
Zip  Code: 

Mail  to:  Medicaid/Medicare 

Management  Clearinghouse 

HCFA,  BPO 

389  East  High  Rise 

6401  Security  Blvd. 

Baltimore,  MD  21235 
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HCFA's  research  journal... 
reports  quarterly  on  agency- 
supported  research,  demon- 
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Oak  Meadows  Bldg.,  6340 
Security  Blvd.,  Baltimore, 
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Forum 

HCFA's  official  magazine... 
covers  all  aspects  of  health 
care  financing,  as  well  as 
HCFA's  programs  and  activ- 
ities...Bi-monthly. 

Promotes  efficiency  within 
health  care  delivery  systems... 
serves  as  a  forum  for  discus- 
sion and  debate  on  complex 
health  care  issues. 
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Printing  Office,  Washington, 
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Perspectives 

HCFA's  "how  to"  publication 
for  Medicaid/Medicare  admin- 
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and  intermediaries,  state  and 
local  agencies.  .Published  3-5 
times  a  year. 

Articles  address  program  tech- 
niques, procedures,  opera- 
tions management. ..application 
of  research... good  practices 
that  are  replicable. 

Request  a  free  subscription 
from:  Medicaid  Medicare 
Management  Institute,  HCFA, 
Rm.  365,  East  High  Rise  Bldg  . 
6401  Security  Blvd.,  Baltimore. 
MD.  21235. 
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